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LR NOLAN: | Mr.- Chairman, I am wondering 
if you would permit me to place in evidence in the case 
this volume wompited by the National Petroleum Associa~ 
tion, being a digest of pipeline rates on crude petroleum 
oil on file with the Interstate Commerce Commissions. I 
would not like it to be put on the record in the Bense 
that it would meeito be copied ab an exhibit but it ie 6 
book that has a lot of information ih ern it might be 
helpful to thé Ootlmiktsion if it dould be filed in some 
way that the necessity for éopying it would not arise. 
My friend agrees with me I think that it is a book of 
some assistance to the Donnaeeaion: 
MR. FRAWLEY: I would look upon 1t in the same 
light as Exhibit "98" that we wehe’ adeaunanee yesterday, | 
it is of no more value than that but if you did think you 
are going to make, include in your report some suggestions 
as to regulations of pipélines, then perhaps there is some 
material in here which would be of value to yOue 
MR. NOLAN: Of course the rate for every Nel ae 
line company in the United States is in here. 
WR. FRAWLEY: | Yes, and as the Chairman said yes~ 
terday, I danere to disclaim responsibility in regard to 
that, we Gs know ‘that any of those rates were ever 
scrutinized or regulated by any regulatory body so they lose 
their value. 
MR. NOLAN: Not necessarily. That might be done 
by agreement as between the pafiies and it is just as valuable 
asp if it was done by a regulatory body. 


MR. FRAWLEY: No, except as it was mentioned yester~ 


day. 
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MR NOLAN: There is nothing to indicate that 


that rate is improper, yet. 


THL CHAIRMAN: Are you objecting to the exhibit 
going in? 
MR. FRAWLEY: No I am not objecting but 2 aa 


calling to the attention of the Commission really the ob- 
servations you made yourself yesterday. 
THE CHAIRMAN; Mr. Harvie. 
MR. HARVIE: I think possibly it might be help- 
ful to the Commission. 
THE CHAIRMAN: All right, Exhibit "130". 

(DIGEST OF PIPELINE RATES 

ON CxUDi PETROLEUM OIL 

a RUA Ene AS EXHIBIT 
THE CHA IRAN: wir. Nolan, we will take it as an 
Exhibit as a whole but will you be good enough to direct our 
attention to those parts which you think should receive our 
particular attention? 
wke NOLAN: I will. 
THE CHARKHAN: The Commission is presumed to be 
familiar with the evidence before us but we do not want to 
read volumes those parts of volumes which really have no 
bearing. 
MR» NOLAN ::. ‘Perhaps I should refer you, sir, to 


the particular pipelines which have been mentioned in 


evidence, giving you the page at which the reference is refer- 


red to. 

THE CHAIRMAN; Tell me first, how you describe the 
exhibit. | 

MRe NOLAN: A G@Qigest of pipeline rates on crude 


petroleum oil on file with the Interstate Commerce Commission, 
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and compiled ty the National Petroleum Association. I 
direct your attention partioularly, if I may please, to 

the Arkansas Pipeline Corporation at page 2; the Inter- 
national Pipeline Company at page 49; the Montana Pipe 
line Company at page 57 and the Toronto Pipeline Company 
Sespace 119. Thank you sir. 

MR. PLOTEINS: | Pardon me, Mre Chairman, may I 
make an observation with regard to this last Exhibit? 

THE CHAIRMAN: Yes- 

MR. PLOTKINS: The rates that are mostly reviewed 
in that book were set by bodies in the United States on the 
basis of railway competition. In other words to my knowledge 
whenever a pipeline company applied for a rate or wanted to 
Change the rate either up or down the practice has been to 
allow the railways or any other transportation agent to be 
represented and make their views known and it is my under- 
standing that when fixing rates these bodies have always 
taken that into consideration. 

THE CHALRoIAN: Well Mir. Plotkins is still under 
Oath, are you content gentlemen, to. have-that taken as part 
of his evidence, the statement which he has just made or will 


I call him back to the witnesa stand. 


MRe FRAWLEY: IL would like to ask him something 
about it. 
THE CHAIRMAN: All right, just come up Mr. Plotkings. 


LEON L. PLOTHINS, having been re- 
called, examined by Mic. Frawley said: 
THE CHA TRAN: Just so that we may consider what you 
have just said, we will ask you to give it as evidence. 
WRe FRAWLEY: Will you just repeat again what you 


were Saying about this ikxhibit "130". 
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I am saying that as I have fo owed the matters which come 
up before the various commissions in the territories in which 
I was interested, namely hiontana and other districts that 

I was interested in, I found, at least to the best of my 
recollection, the railways were there to oppose in some 
cases, in other cases to make demands themselves and that 
the principles that the commission were guided by was com- 
petition, not cost. In this oase we are endeavour ing, at 

le st that is my understanding that the Commission ig endeavour- 
ing to fix a rate based on the cost off the service, plus a 
profit. 

Now you say that when these rates, pipeline rates which ap~ 
pear in this Exhibit "150" were fixed, first of all you say 
they were fixed by some regulatory body, is that it? 

No, £ am not saying that but to my knowledge in ijontana that 
is the case. 

THs CHA TkwaAl: In those cases where a regulatory 
body has intervened? 

That is right. 

They have heard the railway? 

Have heard the competitive companiles. 

And they have taken into account competition rather than 
cost? 

That is my understanding. 

MRe FRA LEY: So that we will be clear, you are 
dealing with the regulatory commission in Montana chiefly? 
Well not chiefly. 

You are dealing with it in any event? 

Yes. 

And that is the Montana Railway Commission? 


Vell I do not Know whether it is a Railway Commission. [I 
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think that may be right, I have not the tariff in front of 
mee 

That is, it is the public service body of the State of 
Montana? 

poew Le it.) think. 

Probably comparable to our Public Utilities Commission? 

Yes. 

You have attended sittings of that Commission? 

No, I have not attended sittings but I have read some of the 
proceedings as reviewed in the Trade Journals. 

Now those proceedings would be precisely what again, so that 
I understand? 

Rate hearings.» Whenever there has been, there have been 
numerous rate changes in Montana and in other places. 

An applicat: on? 

And in each case--= 

Yes. 

And in each case when the pipeline company decided either to 
inerease or decrease the Commission heard the other com- 
petitive factors before deciding on the rate. 

And you gather from your reading of the reports of these 
deliberations in the Trade Journals? 

That is correct. 

You do not know. you are not saying then that any of the 
particular rates which we will find in this book were the 
subject of consideration by the regulatory body? 

Well I am saying in connection with the rate or the companies 
which were pointed out by iir. Nolan, that that is to my 
knowledge in most case in connection with these companies, 


the facts. 
Now do you say that the rate which the Illinois Pipeline sets 
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and which you know something about because you are pa ying 
it now? 

Yes. 

That that is a rate which has been reviewed, scrutinized 
and fixed by the Public Service Commission of iiontana? 

To the best of my knowledge. 

You cannot refer us to any report? 

fo, [ am not prepared, I am not in a position to. 

That is perhaps more my job than yours in any event? 

Yes. 

The Toronto Pipeline Company operates a line or did have a 
line from Coutts to Cutbank, rather from Cutbank over to 
Coutts? 

That is correst. 

And cdo you say that that rate has been set by the i:ontana 
Public Service Commission? 

IL am more familiar with that rate, I am in a position to 
speak with relation to that in detail. Lire J. W. Johnson, 
who is in charge, are we referring to the Montana Pipeline 
Now « 

Wa are referring to the Foronto Pipeline. 

That is right, that is the British American Oil Company's 
pipeline. 

Yes? 

I know Mr. Johnson very well for, oh, 15 or 16 years and in 
my discugsions with him at various times in the last, in that 
period, the question of rates Same up and he informed me that 
there was opposition from the railways in connection with 
lowering the rates. 

THE CHAIRMAN: Against a reduction? 


Yes, and that is how, that is one of the reasons why I make 
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these observat ions. 

8 WR. FRAWLEY: Yes, you know of course that the 
Toronto Pipeline carries no oil except for the parent 
company, the British American Oil Company? 

A Well that was the case at that time, yes, but nevertheless, 
the railways cpposed a reduction in rate because it woulé 
give a precedent for another pipeline and there were three 
pipelines in that field. 

Q@ Now do you know thatthe rate which was charged by the Toronto 
Pipeline up to the time it discontinued moving oil in any 
quantity, had been a rate which had been scrutinized by the 
Montana. Public Service Commission? 

A I gathered that from my talk&S with Mre J. We Johnson. I waa 
not interested sufficientiy to go into the details. 

Q THE CHATRuAN: The witness is not presently speak~ 
ing of his own personal knowledge? 

A No. 

MR. FRAWLEY: I think that is true. 


Pio wetun os, re Prawley, it La. for ywoutorfind out. 


© MR. FRAWLEY: Yes perhaps it is, that is ajl I have 
to ask. 
Q ivikec NOLAH: a was going tO agk you, Bis Plotkins, 


you are saying that cost was not taken into consideration in 
fixing these rates, you do not know that, do you? 

A Well that is my knowledge- in the report, that costs were not 
taken as the main factor in deciding the rate. 

Q, There was evidence lef. on the question of cost? 

A I cannot say as to that. 

Q I wonder if you would just pardon me for just a moment, you 
are very familiar with this book, are you not? 


A No, I have never seen it before. 
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Perhaps you will look at page 42. it is headed "The Illinois 
Pipeline Company", I see there is a vate there effective 
August 20th, 1930? 

Yes. 

"Wells within territory of the Illinois Pipeline Gompany's 
gathering system in the Perera liontana field"? 

Yes. 

Thea the designation is Sweetgrass, being the Interntional 
boundary? 

Yes. 

And the rate is set out at 15¢? 

Yes. 

Is that right? 

It is not right now, that has been reduced in the last two 
or three years there have deen eee a numerous number 


its 


of reductions in the KRevin-Sunburst field. 


THE CHATRAN: vhat page is that? 
MR. NOLAN: This 18 on page 42. 
WITNESS: dnat is that date? 
MRe NOLAN: The order is effective the 20th of 


August, 1985. 

Well there have been some changes since that time, sonditions 
have chanced everywhere in the Kevin-Sunburst field, par-~ 
ticularly with regard to the pipeline. 

You mean it has changed by order of the Board of Railway Com- 
missionsrs? 

Well the ratew have been seduced. 

By the order of 
of Montana? 
That is tc the best of my knowledge. 


Have you the Illinois pipeline tariff? 


she Bosrd of Railway Commissioners in the State 
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THE CHA Titi AN: with respect to these various rates, 


are they all up to 1936, itr. Nolan? 


MRe NOLAN: Yes« 

MR. FRAWLEY: The book itself is dated--- 

THS GH ATRsiAN: what is the date of the book if it 
is dated? 

MR. NOLAN : The last date in it is as to a men- 


Orandum dated the 2lst of July, 1938 and it is signed by the 
Editor, Harry ithkins. 

THE CHAIRiWAN: Anything t® indicate, without examining 
sach one as to when those weref iled? 

MR. NOLAN: Yes, because they say in each Wevanced 
when the order fixing that rate was effective but whether it 


became ineffective after that time is what Mr. Plotkins is say- 


ing now. 
THE CHAIR. AN: Yes. 
Q MR. NOLAN: And you mentioned the tariff of the 


Illinois Pipeline Company? 


A Yes. 

a) You have one, have you? 

A I had one and I had all the tariffs of the Illinois and the 
International but for some veason or other it is gone, I cannot 
find it. I would like .to have had it in connection with 
questioning Mr., in conneation with the rates at this time but 
z£ have not got it. 

MR. NOLAN: That is all, thank you. 

THE CHAIRMAN: All right; thank you. 

MR. FRAWLEY: Answering your question, ir. Chairman, 
the first thing in this document, Lxhibit "130" is a preface 


and the first paragraph seems to answer your question. 
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"This Digest contains a compilation of the pipeline 
t rates for line-haul transportation, together with 
é gather ing charges on crude petroleum oil, or mixtures 
thereof, a8 described in the tariff on file with the 
Interstate Commerce Commission on January 15 th, 1938. 
It also contains a list of the companies filing 
tariffs with the Commissiou and names and addresses of 
offices of such companies." 
And then the next paragraph perhaps, 

"Rhis Digest does not refer to all the rules and regula- 
tions of individual lines with respect to receipt, 
transportation or delivery We have digested briefly 
such portions of the rules amd regulations as seemed 
directly to affect the total rates or transportation 
Ghargese In this issue we have added rules providing 
for deductions for evaporations, sediment, etc. 
Ordinarily the rules or regulations referred to are 
not quoted verbatim. We have summarized the salient 
matters in the rules to which reference is made. 

Where the interpretation of a rule or regulation is in 
dispute the tariff should be consulted." 

+ And that ts it, so apparently there has been an attempt to 
br ing ie eaats and. then each of the pipeline companies 
are indexed sc it can be easily followed. 

THE CHAIRMAN: Thank you. 
Mr. NOLAN: That brings us to the point, sir, 
where we were to consider the budget of this company for the 


coming yeare 


THE CHA TRaiAN: Unless Mr. Plotkins wants to examine 


Mre Coultis. 


MR. PLOTSKINS: Yes, I wouid like that privilege. 
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SAuUEL COULTI8, having been ree 
called, examined by ir. Plotkins said: 
MR. PLOTKINS: I am going to examine iir.e Coultis 
on the assumption that the Public Utility Board will set a 
rate and regulation. 
THs CHAIRMAN: No, you need not make any assump- 
tion whatever. Just ask him any questions you like. We are 
here dealing with the pipeline rate, as you know, and any 
questions which you think have any bearing on that you are 
quite at liberty to ask, Mr. Flotkins. 
WRe PLOTKINS: In regard to Clause 4, I am not 
quite clear as to what that means, am I to understané that 
one of your men goes to the Sunburst tank and finds out the 
centrifuge, the percentage of sediment and so forth and 
you find thet it is 1/8th of 1%. you will pass that as good 
oll, is that correct? 
We will not make a deduction. 
You indicated a deduction besides the 1%? 
No further deduction on anything. 1/8th or any--~ 
But if it is over 1/8th you will make a deduction? 
Yes. 
Over and above the 1% pipeline deduction? 
Yes. 
TH CHAInivA N: And Glause 4 which you are speaking 


ofa. inten ba te 898"? 


Re PLOTKINS: The regulations. 

TH CHATRVAN;: You unde~stand that, Mr. Coultis? 
Yes. 

WR. PLOTKINS: Now is that customary oris there 


any necessity for it? 
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4 You have the same privilege, sir, when you accept oll Tron 
the terminal tankage, to demand that your B.S. and W. is 
not above 1/8th of 1%. If it is not above 1/8th of 1% 
you will not be allowed a dedusation for that portion but 
if it is above that point you will be allowed a deduction 
for any B-Se and :. which is shipped from the terminal 
tankage to your property, you have the same right as’l de- 
mand in accepting your oil? 

Q I understand that is a working clause but what I am asking 
is, is there any necessity for that further conten se 
when there are the usual rules that 1/2 of 1% maximum B.S. 
and Wo. is considered acceptable oil and at the other end 
the same? 

A I have not found it necessary in my operations in Turner 
Valley to handle oil carrying water or BsSabowl/8th of 1%. 
It is a simpls matter to settle that out if reasonable pre- 
Gautions are taken and it is very hazardous in pipelines, 
as you know, to handle water or other foreig® properties. 

Q Yes, that is correct but why then not set it at 1/8th of 1% 
and not create complications? 

A Because some producer may be cardess or wish to leave that 
water in an@ I do not propose to handle it if I can help it 
but if it necessary tc handle it if he insists on shipping 
watery oi1 or we do get it in the line we will make a rem 
duction above 1/8th of 1%, 

Q@ I do not qite vndersiand. if you say that over 1/8th of 1% 
between 1/38th and 1/2 it might injure the line? 

A YeESo 

Q@ well now why not set it a% 1/8th and that is all there is to 


ares 


§-Coult is 


oOo &- HD & 


We do set it at 1/8th as free, as no deduction. 
As no deduction? 
Beyond 1/8th of 1%, no amount will be deducted from the 
amount of oil shipped except--- 
S0 that if 1 am right then, you bag accept oil with a 

maximum of 1/2 of 1%? 

1/8th of 1% with a maximum of 1/2. 

With a maximum of 1/2 of 1%? 

Yese 

And you will make no deduction if the oil does not contain 
more than 1/8th of 14B.8. and Ww? 

Mea, that is.right. 

But you will make a further deduction if it is above that? 

Yes. 

But you will not oe to accept it? 

Noe 

All I oan say is, I will put that in the form of a question, 
don't you think that is a further complication? 

No, I do not think it is a further complication because it 
will be up to me to take that water out in transmitting sone- 
where, either in the tank, in the fields at the main station 

or in the terminal tankage here, I do not expect to resell that 
water or B.S. so I expect to lose it. 

You feel that in the norm:1 course of handling, it will settle 
out? 


That te right, sir, and if it does not it will cause a great 


deal of trcuble. 
TH CHATHiAN: Perhaps it would be well to put on 


the record what is meant by "B.S." and "W.". 


MRe PLOTKINS: B.oS- and wW- stands for bottom settlings, 


and water. 


§-Coultis 
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Q TH: CHATRiAN: Phatiwis nicht, divs Goultie? 
Yese 
Q ik. PLOTEINS: In Clause 7 yesterday you made a 


statement that it .did cost your company money, at least 
caused further ee to instell & power pump which a 

well that was not in a position, due to lack of pressure, 

to push, to pump the oil into the lateral or into the gather- 
ing lines? 

A Yese 

Q well now if that is the fact, why would you not follow the 
ordinary pipeline practice and pay these companies that per- 
POrn it net service. to you 2ree--— 

THE CHA Thi AW: well Mr. Plotkihs, may I just make 
a suggestion to you to facilitate your questioning. You say 
it is a settled practice, ask him if that is the practice, 
you see he is the witness and you are at present a cross- 
examiner so put it in the fom of a question. 

MR. PLOTKINS: All right. 

Q juke PLOTAINS: Is that your understunding that that 
is the practice for pipelines to pay the producers who pump 
the oil for them so much a barrel? 

A will you state your question over ag&in please? 

Q fell are you aware that in wiontana, which is comparable to 
our situation here, that the Illinois Pipeline for instance 
pays us l¢g a barrel to pump the oil into their gathering 
systen? 

A Ne sir 

Q When we supply the power and the man? 

A No sir, I do not know how they gether pilin tontane e 


Q Well then do you think that where a producer here in the Turner 
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Valley field supplies that and relievesyou of some cost, 
that we should not be compensated? 

A I have never had a producer in Turner Valley complaia, all 

this man does iS simply open the valves and let the pump 
run, he doesn't repair it, if he knocks a pump to pieces 
he is not interested to repair it or take any particular 
Gare of it. 

Q That is trus, but that man has to be paid compensation unter 
the workmen's Compensation Act, he has to be paid and so 
forth, all the othez expenses are there? 

A I believe they take care of that for the work which he performs 


for the company employing hin. 


(Go to nos 0441) 
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In connection with Clause 9. It says here thet the 
guantities of oil are measured in accordance with Rule 
foe, Seid quantities shall be computed from correctly 
compiled tank tables showing 100% of the full eapacity 
of the tanks which may be used from time to time. You 
are aware that tank trucks are now strapped by the 
Department of ‘.cights and lieasures? 

E believe so. 

AS to quantity. In other words they are strapped and a 
table written out and a stick provided and a Government 
stamp on it. You are aware of that? 

Iam not operating any tank trucks, shee In the years 
past when I did operate tank trucks I believe we did 

our own strapping. At least we were handling oil for 
our OWn Company and I am not familiar with the method 

or any Government measurements on trucks today, sir. 

You are not aware of that? 

I am not familiar with it. 

Are you aware of it* 

NO. 

Have you any experience to give us of other pipe Line » 
Gompanies in connection with the strapping of tanks? 
Have you any knowledge of what has happened in the past 
in the United States with a number of pipe line companies 
in conneation with the strapping of tanks? 

In just what way do you meant. 

I am going to make it a little plainer. Has it come to 
your knowledge that. a number of pipe line companies in 
the United Stetes had been faced with demands and lawsuits 


for vefunds of overages due to strap ping, due to the 
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tanks being improperly strapped, and causing overages? 
No, I have no direst knowledge on that, sir. 

Do you read the Trade magazines, the National Petroleum 
News for instance? 

Some of them, yes sir. 

You ao not recall some short time ago, a year or a year 
and a half, a number of articles giving the experience 
of a firm that started up to strap as an independent 
body tanks of crude oil producers and them went to 

the pipe line companies and on the basis of the re- 
strapping made claims and collected them’ 

Noy aus ho knowledge of it. 

Is there a possibility that part of your overages in 
this particuler pipe line are due to Seen ie 
strépping tanks’ 

No ser, T do now think So's 

Do you feel thet the tanks are all perfectly round? 

I feel that the tanks have been strepped in the most 
efficient manner possible. I have never had one 
customer in my experience complain of the strapping 

or the measurement of his oil « from any one of the 
tahks. 

I am not saying you have, but If am asking you if you 
feel that strapping is absolutely perfect? 

As nearly as possible to get it. 

As hear as possible with the methods you now employ? 
Yes. | 

Although the methods do allow for a variable factyY. 
That depends on how fine you want to take it. 

And how accurate you want to be? 


Not how accurate we want to be. ‘'e@ want to be as 
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accurate as it is possible to be. 

As accurate as you can be \ ith the particular method 

of strapping‘ 

Yes. This is the best method we knov of. 

if a tank is not perfectly round or thé diameter is not 
the same ell the vey up and down, under your present 
Mevnod., OL strevping. do you allo for thea te 

"68 Strap 6ach ring. 

And that according to your knowledge is the accurate 
way of doing it? 

Ye believe so. 

Do you believe or do you think that if you measured 
that tank with a meter, in other words if you took 

& meter and put it at the outlet and allowed the liquid 
to go through inch by inch you would not have a much 
more accurate measurement of that tank 

I would want to be very sure that that meter vas accurate. 
J@ll I am assuming that the meter is a Government 
inspected meter, tested and sesled, and that it varies 
within the tolerances of the Vieights and Measures 
Department, which is 1/10 of lp. 

I would insist you have that meter checked before that 
test and also at the completion of the “test. 

“@ will assume ali that. Ve will have to assume we 
have a Government body that checks meters? 

Yes 617. 

So that for the time being we will assume you had a 
meter that was as nesr perfect as present knowledge 
permits, and you measured your tank under those 
conditions, would it not be reasonable to say that 


you would have a much more perfect table to work with’ 
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4 
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A © de nem Know. 


ce 


You do not know? You would not express an opinion’ 
4 PD WOU LO Boe bill riedy i te 


Ta CMa ain es Are these seters in 


>? 


comrion use? 
A Ve have nO meters operating. Ido not know of e large 
oil meter operating in the field at the present time. 


There are small meters used in- loading tank trucks 


QO But I mean in other fields? 
A There are some meters used here in loadin,;; tank trucks. 


Ve are not using any meters, large meters. 


Prewthey Msed).in other fields wo! you knew + 


4 i believe so. 
q In preference to strapping? 
Hei Loca nh hse Vole VL Go Mot Knows There may be 


companies using meters and preferring them, I canngy 
say that. A&A meter must be constructed of the proper 
materials to withstand sulphur corrosion before it is 
Safe to usé it. Ihave used. meters inthe plent, Tor 
plant operations, and unless they are constructed of 
non-corrosive material they soon become very iné.@ourate, 


due to corrosion. 


QO Gan meters be construsted of non-corrosive material? 
A Yas. 

C. That is practicable? 

A Yos, Isthink so. 


Q Are they costly? 


A I believe a meter for @ 4 inch line, I believe different 
makers quote them from ,1200.00 to around »1500.00, which 
would operate ona 4 inch line at 1000 pounds 


pressure. I haven't any figures on other sizes. 
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q if meters were used generally would ABE involve a 
meter at each well? 

A If all meters were used at tanks it would require a 
meter at every stcrage tank in the field and as many 
as six at some wells. 

( But one at every wé6ll? 

A Yes. 


Q Would that be right? 


4 Yes, one at least at every well. 
Q Mow COUN LON Leon: And suppose you hed a 


meter at every well, what would be the comparison then 
between your test meter and the strapping system as to 
accuracy, would there be much difference’ 
A I cennot say, Sir, whether there would be any difference 
until that check was made. .@ believe the strapping 
is as;nearly accurate as we can get it. A new meter 
properly checked might show some slight variation. 


I would not be able to say until I checked it. 


S} You do not consider it would be very much in any event? 

b ean a hecho. FO. 

Q VR« PLOTRINS: would it be necessary to 
have a meter at each well? ‘ould it not be sufficient 
just to check or wake tebles on each tank with the 
meter and then there is no further use for the meter. 
You would then have an absolute means of measuring 
your tanks at each pump? 

A What would you do, flow seversl wells into one tank’? 

Q No. Strap each tank as you are now doing, end instead 


of strapping by hand, strap with a meter. In fact do 


what the Government does. They take a meter and strap 
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each truck tank and then they keep the meter at the 
Inspector of Weights and lieasures, and then we get a 
certificate and a table, and that is for practical 
purposes all that is required. ‘ould not that be 
suf*icient in your case? 

A Yes, if it was a Government tested mter. 

Q Then there is no necessity for a 4 inch meter at each 
tank or at each well? 

A I did not say there was any necessity of a 4 inch. I 
was asked the direct question what the prices of the 
meters were and the only price I had was on the 4 inch 
meter. 

a You are avare at the present time that especially the 
Smaller refineries and distributors are using meters 
on everything, almost exclusively. 

A I believe they are on the tank trucks. I do not know 
beyond thet. 

6) Tank trucks. The refineries, you are aware of that? 
You are also aware they have been doing it for a 
number of years in hendling Turner Valley products, 
highly corrosive products? 

A Hand! ing erude- O11? 


Turner Valley raw naphtha for inst «¢3, which is 


£) 


Considered reasonably corrosive? 


4 Yes. 

0) You are aware of that? 

A YeSe 

6) e have meters end we have worked them and they have b@en 


tested by the Government periodicelly every year as the 
law calls for’ 


4 Did you ever find one out of order’ 
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eS. Gs. VOU tis, i 
Q Oh yes. They need cleaning the same as any other 


piece of machinery. 


A “hat was in them? 

5) Coated? 

A With what? 

Q With deposits, settlings. 

A With sulphides, tank bottoms. Do you think they were 
accurate while they were coated inside? 

Q Yes, within the tolerance or variation. ‘yell, I am 
g0ing to say this, we will leave that to the vovern- 
ment to decide. But it is a fact that you can use 
meters? 

A Yes. But I asked you when a meter is coated with 


Sulphide and its working parts are coated and its 
gears, the volumetric capacity of that meter, do you 
thank iv as accurate? 

.Q It is changed...... 

A How long is it accurate after the inspector tests it’ 

Q My experience, and I have some 16 years of experience 
with masters is that the degree of inaccuracy is so 
Sm@lles... 

4 But there is inaccuracy there? 

Q Oh there is, but it-is so small, and today in 95 
cases out of 100 within the tolerations allowed by 
the Government. And in ease of these tanks for 
strapping purposes, would it not be the fact..... 

A What toleration is allowed by the Government on an 
inaccurate meter? 

Q They allow 1/10 of 1%. So take that meter.... 

b At the time they test it? 


Q St the time they test it? 
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Coultis. 


Yes. It is not very accurate is it? 

“611 that is much more eccurate than any human method 
eisdeing it: 

PES Ure Teles - Vell we heve tried many 
things in this that if we are going to carry on the 
examination as a dialogue you will remember you are 


under oath too? 


POUL * Yes sir. 
Tas CALIRMVAMs Ment  Assae Ib eae abe lr Ou Ons 
NAA GA Oral ce Mia You will notice Mir. 


Coultis asked me the question as to..... 

irs  CHs LATS Quite so. I have not 
interfered. I just want to get at vhat you both Knov. 
Go ahead. 

a LOLI: 3 It says nere corrections 
Shall he made for temperature, adding or deducting at 
the rate of lj» for each 2d degress in temperature 
below or above 60°. ir. Coultis, am I to understand 
this sgoncerns oil within the range of 358 to 60% 

Yes. 

That method of deduction’ 

Yes sir. 

@1l1 don't you consider that excessive’ 

I believe you will find that in the blue books used 
by prectically all the United States pipe lines at 
the present time. 

That is the present allowance for tolerance. ‘ell 

is it not a fact that you have at your disposal, the 
same as we have, the tational Ctandard retroleum Oil 


Tables that will give you the actual volumetric dis- 


placement? 
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A Yes sir. 

Q By temperature? 

A Res .sit. 

C “hy not use that within certain ranges? 

A eo te.el ll wieht. i think 1%. is ‘accure te. 


It is just a matter of which method you use. 


> 


The reason I asked you that, hir.Coultis, is that that 
“9 Tor every 25 degrees would be quite fitting with 
the high grevities such as naphtha, but when it comes 
to 40 gravity oil it would be practically 50, more 
than is actually required, and that would be a further 


gain to the Pipe Line Company. 


A are you sure it would be a gain: 

G Well, yos, if you take the factor of Ll» to 25° of 
displacement, and the displ: cement was actually 1% 
for every ibs ae 

A Mr. Plotkins, do you think that this method of 
temperature measurement or correction would be used 
by all of the pipe lines in the United states if it 
was very inaccurate’ 

a) “ell Iam going to ask you another question to answer 
that. Do you know of another pipe Line company that 
is similarly situsted, and handles oil all the way 
from 85 gravity, as is the case in Turner Ved ey. 
plant nevhtha, down to 38 gravlty, and applies the one 
factor for the whole mena 

my gia ie (OVO at Piotkins 

& ir. Goultis, I notice in this tariff - I do not know 


itt 19° ean omission, but there ,.is Bo provision in 
there for the delivering at the terminal end, the Calgary 


@nd, to tanks of the British Amsrican end Lion Oil 
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S. G. Coultis. 


Refineries. Is it your intention to make a provision? 


A To deliver? 
q Yes? 
4 At the present time we are only delivering in tanks. 


That is hand.ed by the Imperial Oil Refinery. <At the 
present time we are only delivering into the terminal 
tankage. 

Q Is it your intention in view of the fact the British 
American is now building its refinery, and ve have our 
own refinery built, is it your intention to provide for 
the delivery to these two refinereiss? 

A I believe that will be necessary, Sir, as occasion 
arises. 

Now Clause 15. Am I to understand that this clause 
provides where the tenderer has arranged for longer 
storage than the 30 days mentioned here, the free 
Storage, that his oil will not be sold for transpor- 
tation and other cherges? 

A ~tate that egain please. 

OQ I say am I to understand in Clause 15 that where the 
Lion Oils for instance arranged with the tenderer, 
which is the Royalite pipe line, to have its oil 
stored for a period of 2 months we will say, would 
the company feel compelled under this clause at the 
ena "of 20 devs tO novrry me"and sell my ol sin ie. did 
not accept delivery? 

b In other words, if you made a definite agreement to 
store your oil for 40 days, and were willing to pay 
the demurrage rates, would be break our word and turn 
around and sell your oil within that Limit? 


Q That is what I want to know, under this clause’ 
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G.Coultis. 


Not iif,cienave anything. to do with ite vd wilh say 

NOs 

Then this clause does provide that where storage is 
arranged for we will pay the regular rates of storage 
Dnovided fer vinvthe tariff, and only at thevendtofrrthat 
period will,the ‘company, be in a position to v0erfer that 
oil for sale to someone else to defray its own charges? 
Assuming you nave peid your demurrage. | 

Assuming we heve paid the storsge in advence, is that 
2 

Vo, L.dtd not say that. 

“ell, that is the only way because we would have to 

pay “invnadvence “for fou \to ‘consider: it. paid), even 

though you have the oil. 

Yes. 

In your tonks.! Nove that ds: not. customary is it in 
Montana : 

I do not know about what the custom is in j-ontena 

at the present time. 

You are not aware in ontena, the tllinois tripe Line - 
to take thatas a comparison - will store oil for 2 
months, 4 months and 6 sionths, and at the time of 
delivery will then ask for not only the transportation 
charges but also the accumulated storuge charges. Or 
under the tariff they have the privilege of billing 

us for the storage charges from month to month, but 

not the transporte tion charges. They are only payable 
when the oil is actually delivered. Are you aware of 
tha tr 

No, I am not aware of the operations at the present time 
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S. G.Goultis. 
C Would not you think that would be a much more equitable 


arrangement than this system? 

A I do not see anything thet should embarrass you in this 
system. 

2 8 Dave. overlooked ons thing in Clause Lh. On all oil 
tendered for delivery and remaining undelivered at the 
rete for the first 10 days, beyond the free period of 7 
deys, of 1/10 of 1% per barrel; during the next 10 
deys at the rate of 2/10 of 1 cent per barrel and 
thereafter at the rate of 3/10 of 1 cent ver barre 
for each day of 24 hours, or fractional part thereof. 
Am i to understand that ve aze not going to have, under 


this proposed tariff, 40 days fres storage’ 


A No sir, you will hsve 5 deys. 

Q ie are going to have how much’? 

4 5 days. Wo, 7 deys, pardon me. 

a 7 days free storage? 

4 Yes. 

Q The first 7 davs? 

4 Yas. 

< And after that the demurrage starts? 

A Starts. 

I did not understand it that way last night after 


reading it and het is why I asied you these questions 
on it. “sould you object to having the Commission set 
68 pipe line rate that will inelude 50 days free storage, 
hat is vour vievs on that’ 

A How much oil would you like to store?’ 

2} “ell Vie Vii come: to thet.later. Assuming the quantity 


of oil tas acceptable: 
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S. G. Coultis. 

L I would object with the present amount of terminal 
tenkage 1 have today. 
You would, in svite of the fact your records show that 


your tenkaze vas empty most of the time, comparatively 


empty’ 

A hjstiil would obgect oescause you Would Soom fil ite 

Q By whom? ‘ith whose oil at the present time would you 
Ri ee 

A Possibly yours. 

ay Possibly ours‘ 

A Ine Bene, or the Imperial Oil. Those are the three people 


with whom I am at present cealing. . 

Gh But experience at least has shown thet neither the 
imperial Oil nor the British American nor the Lion Oils 
has used any appreciable amount of storage space. In 
tie Light or Unec experience would you objset if 


conditions continue the sane: 


& ‘ie11 I would want an assurance that conditions did not 
change. 
Q “ould you not have that within your control if you 


Stipulated the amount of oil that you Would aecoept for 
storage’ 

yy No sit. L think this set-up is very Tair to both the 
producer or the shipper and the Pipe Line Company. 
The charges start at a very small charges, if he wishes 
to move his oil or store it for a short length of time, 


and then they come up to a set rate. 


Pt 


You think that 3/10 of 1 cent per barrel after so many 
days is a very small charge? 


A I think it is a very reasonable charge. You admitted a 
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Goultis. cai 

few minutés ago that we were neaaicine very volatile 
Gil. * You have @ range from 38° Baume to 64.9. iiould 
you ask me to hold that oil during the summer nonths 

or during the season when it is necessary to keep the 
oil fairly warm to prevent congealing and carry that 

Oil in tankage for an indefinite period at a less figure 
than that. “could you: Like. to do it? 

Now let uS review that. You say that there is a wide 
variety of oil. Wow how much in percentage of oil you 
transport is above 457 In other words.... 

It varies. 
A very small percentage is it nots 

That 1s variable, it is varying all the time. 

BUY 10 18 Very Stall. in fact the Gas and O11) Journal 
gives the figures, the comparisons? 

HOLL, “Ghevgute Sila on tis | 
And they are very small in percentage. Another guestion 
Ll would Like to’ask you, iS hot most of this light oi], 
95 of it, for the benefit or for the account of the 
Imperial Oil Limited? 
Whet do you refer to, naphtha’ 

Plant naphtha and separator naphtha, that you transport? 
Not that that goes into crude oil, that could not be 
separsted out for any one company. 
You mean the amount that is necessary to mix in order to 
eleen the Lines,’ 
No sir. 
‘hat do you mean by the amount that goes into crude oilt 
Any discoloured naphtha that goes into the orude oil or 


Light products that remain in the crude oil. 


pele att ass 2a aaR 


>: ie iggy Pe he’ Sida pare 
igre “seein ath, anikneb. 226 faci ‘siete of ak: 
f qee av ceapane-an at vs nent rive av ect | 


ure 


| ‘7, | 
pe tert e dateo ‘phe pati s0505 90 iaeve'r 1 ot beehit 
es h heel 67 Batwa gdb ath moat. ie bres ox nga 


we ‘ob ot eat : went ALi. 
A » x \ ee 3 F ae aah ae A u 
a’ » e “ : t a% 
aS Fe aoa: Akad? - 2 wotie 
dis 3 i beet ded? yoo wot. + ash, ob t stor 


Sus fio to wyataeoto, ci dowm wor orl 


7 ‘ 


atom FE ae 9 Re es 


Ceods xo Bata Gap ont doe ay 


ip 


ae <A nies = 


We, mw as of oo t Wore? ‘wt it 
t§ pa he ee . 


ne 2 aor bi ‘r i 


‘Adan 


» ees: fin ah hi 


et 


eile, ® 
Tse we 


re ? w me J ae ae ie 2 or ri 7 \ uaa . N. 
AAtekoud: Cons ank:... Ast i909 94, BE 5 aa Ris 


; ‘ eee - A 
; . i saat , 4 , | 
i re sa te ine oe ‘ Ble . vt a a i a) 2 6 oe a es 

P Eko ; aight a : At otf yy \) Cave v : 4 aA ne rt ¥ eS wit 2 


Fe ee, eh oa OA an) oem mall Mn 
ene “ko TARGEVOS SC Wo. TO Gh wee ig re ne 


: bis, sie ‘eee 


te uy a Pe i. : Se , ve s ' ‘ 
; ts * 
4 1 tee ane Eee, ee eat or Hog 
v4 i Emre ta ernie t 


4 peaaraanes: go Tadd. .aien a ioe oy cepa Osis 2d 


nt 


6d $en Dive. ¢ ott , ito abuso “va et fone ty 


i 


Your on mio the Oe ii pow 


ov ia" 


of, i ae 


yee sit “iti oy art ARREST; at Jeggu Sapo ant rafal 
a aes f oot OG 


ar 


Tada ravens pe qa oom og, my Mes 
enu%is mn Siat aod te * sgh ea Sento ena - ea 


hho. ousitce. enld au dale aris atzybony 


T-1 -3455- 
ps} 


S. G.eCoultis. 

G How much in percentage would that be% 

& That varies, I do not Know. 

Q &£ very very small percentage would it not‘ 

A It is. Your erude O11 is light crude and) very, voletile. 

Q, But you are aware, you know something about refining, 
or at least you know something of the character of the 
oils in storege, it is your business to know - you are 
aware that 40 gravity oil will absorb a reasonable 
quantity of very light products and hold them without 
any loss, is that not so? 

A No. 

my Is not that the theory of absorption gasoline, in 
extracting the gasoline from gas‘ 

A Not without any Losss 

) I am not saying without any loss, but without any 
appreciable loss, any more loss than the ordinary crude, 
Is that a fact or do you dispute it* 

I Will dispute it. There will be considerahle loss. 

Q Is it not a fact that the Imperial Oil at the terminal 
heats the crude, keers it warm in the winter time for 
their own purposes? ‘ 

A I do not think they keep it warm for their own purposes. 
C0) They keep steam.....during the early part of the Hearing 
we were told the Imperial Oil kept the egrude ofl in 
these storege tanks warm and that vas one of the services 

they performed? 

A Quite true. The steam comes from their boiler plant. 

Q So that they keep it reasonably warm’? 

Ls Yes. Ido in the main tank farm and in every other 


tank in tue. field. 
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S.G.eCoultis. 

eH I did not hear you. 

A I have heaters under all of the tanks in the field, 
both at the trunk line head, or the main tank farn, 
and the field tenks. 

Q But you are not concerned with the losses once it 
reaches Calgary are yout 

A Certainly. In the terminal tankage, yes sir. 

Gh In the terminal tankage the Pipe Line Division takes 
the loss, the evaporation loss? 

A Yes sir. 

Q, Do you know if the Imperial Oil has any means of con- 
necting the vapour lines from these big tanks to their 
own abSorption units so as to save the vapours? 

No. Yould you state that question again? 
Q Have they a gas recovery system in their plant at the 


Bast Calgary Refinery of the Imperial Vil? 


A Il am not familiar with all of the refinery. 
Q You do not) know? 
A But I know there are no connections for vapour recovery 


on these tanks, on the three tanks I am interested in. 


3) Now to come back to this guestion of storage, You 
object, at least you would object in principle to the 
50 day free storage period? 

4 Aes Sir) would. 

& Vould it not be reasonable to expect a Pipe bine Company, 
Such as the Royslite, under the circumstances that we 
have to operate here, weather conditions, to act not 
only as the carrier but as the storer of oil? 

A Would I object to that? 


Q No, would it not be reasonable to ask the Commission 
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G.CouLtis. 


or the body that is going to regulate the pipe line 
as a common carrier? 

How much oil would you want to store’ 

Now that is something I am not prepared to go into at 
this time, because I Go not know. I am asking you if 
the principle would not be reasonable, in view of the 
TE Ctbeccecse 

In order to answer that I would want some definition 


of what you mean by that and how much. 


(Go to Page 3458. ). 
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What I mean by when the refiner would be able to supoly 
the same percentage of oil, using percentages, because 
it is the only way of arriving at it, that any other 
refinery of these three, Imperial, British American and 
the Lion O11, would be, in the ordinary course of their 
business, required ta accumulate during the winter time 
for the spring and summer seasons, you understand that 


your refinery, at least the Imperial O11, carries a 


‘reasonable stock? 


I assume that all refineries do. 

Alil- revineriées? 

Yes. 

Now, the pipeline under this tariff could make some money, 
Pourleast 1b, could produce 4 profit. storing oil? 

At these rates? 

Yes? 

Peon think “he yomake nuch money, ir. rlotkins. 
Ltiwould not cover the cost? 

Dowould like sone experience on the amount of loss ever 

a jength of time to answer that question. 

ee Se OLE wins spe ds 

I hone it would cover the cost, but I do not think it 
would make any appreciable profit. 

You are assuming it would not cover the cost because you 
would store only a very small amount of oil? 

I am not assuming that it would not. 

THE OHATRIMAN : He said he assumed it would cover 
the cost but not make any appreciable profit. 

MR. PLOTKINS: If larger quantities of oil were 
stored in these particular tanks which we have under con- 
sideration, would it not be a fact that the revenue fran 


that source would increase? 
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Naturally. 

eoyeet, Welw, J will leave that, it is your intention: to 
make orovision in this pronosed tariff for means of 
delivering to pump cars and tank trucks? 

It may be necessary lcter if the occasion arises, for to 
justify the expenditures. 

I know, but you are submitting a tariff that we all assume 
Hueves POlMe to Stand up for, a year or two, We “re not 
going to run to the Commission every week, and you know 
that the problem exists and should it not be provided for, 
you can set the conditions but you should provide for it, 
you can set the conditions and say ‘We will not do it 
except in certain volumnes or under certain conditions", 
buuryou should provide for it, is it your intention to 

Go 167 

At the present time ct is being provided through the 
present loading rack, and that is handled by the Imperial 
Oil Company, who have loading racks there available, pumps. 
Yes, and don't you think it should assume, that duty 
should be assumed by the Royalite Oil Company as a pipeline 
carrier? 

I think it will be if the oceasion arises. 

And you think you will make provision for that under this 
proposed tariff? 

I would assume that we would. 

is it your intention to provide regulations setting the 
eonaitions under which you will make a connection to 

a well at one end anda connection to the refinery or 
other delivering, or other purchaser at this end, 

there is nothing in the present regulations to cover 


Pet. tS AGiyour intention, to provide Tor that? 
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‘ ero. Coultis. TGEO0 
A We are providing for the field end of it now, sir’. 
Q In here? 
A No. 
Q mere 1s nothing said about it? 
A No. 
Q POW Gy OU think you should set. the conditions so that 


everyone will know them and not expect you to do something 
Which you feel is unreasonable? 

A P think probebly those conditions. would vary over sucha 
wide range that it would be very hard to set them out in 
one statement. 


Welk, you are aware that the Montana Pipeline Company 


& 


sets the conditions, they are faced by similar facts that 
they have to go wherever there is a well, but they have 
definite conditions laid down under which they must go, 

af the particular, well does not comply or is not ina 
position to, then they do not have to make any connection, 
and that is what I am talking about, do you intend to 
provide for that? 

A As stated, I believe that the variation would be so wide 
that it would be hard to make one condition apply. 

Q Well, could you not encompass the reslities, the present 
realities, and forget about the pvrobable features? 

A Mes (hoe miehnty be done, 

Q And the same thing at this end, do you intend to provide 
for connections, that is, provide the conditions under 
which you will be ready to make connections to a refiner's 
tank or to purchasers?! tanks that may want to ship out 
somewhere else; in other words, a refiner from Saskatchewan 
Wishes to have a loading rack in Calgary, its own private 


loading rack,and asks you to connect a direct pipeline so 
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‘ S. G. Coultis. -3461- 
that he will mt be faced with extra charges, do you 
inten’ to provide for that, the conditions under which 
you will do it? | 
A I think we Will meet those conditions satisfactorily as 
é they arise in each instance. 
Q No, You wilh nov pe ina) position, you will be faced with 


a body telling you what to do, and What I would like to 
MO. “VS 1G) oo > HS this stage to provide far those 
things so that the Commission will decide on them and 
settle them, and then we will not have to came back and 
; } ask for this and for that when we know those mnditions 
, Will arise? 
A I assume that the Commission will probably set certain 
MLes) Or Doss On any proposed tariff, this 18 a oroposed 
Hr Ler of a taniti. There may be additions, or sub- 
tractions fran 1%. 
8) Is it not a fact that this was briefed for the guidance 
of the present Commission? 
nat 18. Ti ent. sire 
And why not include all the factors that we know of and 
not leave something in the air? 
There is nothing left in the air intentionally, sir. 
I am not saying intentionally, I am not imputing any 
motive to them. 
A No. We cannot meet every condition which will arise in 
briefing one of these regulations or it would be so 


cumbersome that it would be imoossible. 


MR. PLOTKINS : Well, that is all, thanks. 
TH CHATRMaNs Any more questions? 
& Ra NORaNS I was going to ask iir. Coultis, 


arising out of Mr. Flotkins' questioning, it was suggested 
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4! 
to vou that n> appreciable amoumt of storage was used now, 


have you at least, “i. Coultis, hive you any figures on the 
storage? 
A We were carrying around 190 to 198 thousand barrels durire 
the past week in the Calgary terminal of crude oil. 
What about the tankage in the Valley itself at the tank farms? 


I believe the highest day last week was 105 thousand barrels 


total. 
MR. NOLAN: All right. 
Q MR. FRAw LEY: ir, Coultis, what were you 


carrying 190 thousand barrels last week far? 
A Beg pardon? 
Cy Why were you carrying 190 thousand barrels of oil in storage? 
A It had not been moved or shipced from the terminal tankage, 
a wos svi ll carricda inv those tanks. 
Q The Royalite Oil Company, the nipeline company? 
A ine pipeline comoany. 
G thot Coes Nou .iciude Mire soore’s stock? 
A That tncludes all the oi11 which 1 have shipped into the 
terminal tankage. 
Pid it belong to the bmperial 01] Company? 
Peart oc) o. 
And the British American Oil Company; and the Lion Oil Company‘ 
Yes. 
Only those three? 


Yes. 


or 2 2S Ff 2 


So that 190 thousand was what. itr. Moore had, either for 

himself or to ship to his Regina refinery? 

A 190 thousand was the oil that was transported for the 
three different Calgary refineries. 

Q Yes, and as it passed out of your hands, we need apt go 


over it all again, none of it was belonging to the Royalite 
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Oil Company? 

NO, but it Was still in our custody. 

In these storage tanks? 

Yes. 

ead pearctiy in the fs O.'s tank fone nen Only Thi wours? 

In the three tanks. 

in these 2-80's? 

The 2-80's and the 40. 

Which total 200 thousand berrels, and in that storage 

there was 190? 

ves. 

190 thousand in the last week? 

Riess 

Now, Wr. Coultis, can I invite you to supplement this 
Dpropgosal, (Exhipiv "oo" by indicating what you are prepared 
to do for the indenenden*t refiner that wants to take crude 
at the Calgary end; of the pipeline by tank truck? 

May | Oa: i really do not think thas 

is the witness who should be auked to answer that question. 
we have just been told that the oil does not belong) Fo 
this company, of which this witness is the manager of ‘n 
department, that is for your refining man to anewer. 

MR. FRaWLoyY: If that is the answer, you do 
not thimk that is part of what you should deal with? 

MR. NOLAN: Perhaps, I am wrong. 

MR. FRAWLEY : Do you consider that that is 4 
proper part of the proposal, 1 have been calling it, or 

a suggested tariff and regulations which you have filed? 
To make provisions to load tank trucks? 

To make provisions in some fashion by the pipeline division 


for the: sapplying of crude oil to independent refirmries? 
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A provision could be made if there is enough demand for 


Hs 


it but there has never been a demand that I know of. 

Q MR. NOLAN: | what we want you to tell, Mr. 
Frawley, llr. Coultis is, is it part of the pipeline 
operation to provide for these loading facilities at 
the Impérial O11 refineries? 

A No. 

a) when O11 1s being shipped to other refineries, having 
been purchased from the Imperial 041? 

A No. 

eo Pe Vican ase pertwor the vipeline operation, tir Prawley 
wants to know? 

A No, it is not; 

Q MR. PRAWwLAY : Im other words; you “accept Mr. 

| Nolan's suggestion that if anybody is to do it it will 
be the business of the Imperval Oil? 

A Yes, at the present time. 


And not the Roy-lite O11 Company? 


& 


MAJOR LIPSET?: Supposing somebody wants to 
buy Orb trom pat independent oll well sn furnenr Valley 
and transport it through the pipeline to the end of the 
line in Calgary, not into the Imperial refinery, and 
then send it on to Regina, woulda they not -be entitied to 
Go that-withoot passing it through the Imperial ,O1) or 
oaying a commission to the Imperial vil, I think that is 
what fir. Frawley had in mind’? 

S MR. FRAWLEY: Well, what do you think about 
that, iar. Coultis? 

A Well, it would not be physically impossible to do that, 
it can be done if the demand justified it. 

Q You see, ir. goutiias I have a very high’ regard for your 


a 


views, and you have been in this business now for a long 
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time and I would like to have the Commission have your 
views, supposing there is a problem, an independent 
wefiner- 1s having difficulty getting crude oil, we had 
evidence about that yesterday, some difficulty, he 
naturally, I presume, wants to get the advantage of the 
low transportation rate, that is, by pipeline, as against 
by truck; in any event, he has a problem, and presumably 
you are as familiar With it as anyone; now, what are we 
going to do with this independent refiner who wants to 
buy crude oil, have you any suggestion to make, having 
im mind when he goes to the Valley he finds under the 
Exhibit I filed yesterday, one well which is not under 
contract to the British American, the Imperial, the Gas 

& O11 Products, and the Lion Company, what are we going to 
do with that fellow, Mr. Coultis? 

WOuld 1G Tot be betuer, to have him load his 9071 at one of 
the three refineries from their storage tank, as he is 
taking it in very small amounts, and possibly would wish 
to load: any hour out of the twenty-four hours. 

You suggest then,. dealing with your organization, that 

he had better go to the Imperial storage stocks in the 
Bast Calgary refinery and load there? 

It would possibly save a great deal of duplication. 

Yes? 

In jobbing out very small quantities. 

The alternative would be that you would have to construct 
some sort of storage on your own account, separate from 
the Imperial Oil, and make deliveries as a pipeline company 


to these independent refiners? 


It would entail considerable expense in the way of pipelines 


to a location, loading racks, a man or men constantly on 
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duty to load it-any hour of the day or night. 

Yes, then there would be unother oomplication, that 

this oil passes out of your hanu&e, the ownership of it, 
to the Imperial Oil as soon as it. is purchased? 

Tes. 

and it is not really your oil thereafter? 

Ves, 2.0.0 nou buy db. 

Your suggestion then is, and, as I say, 1 ap*reciate what 
you have to say, that these independent refiners should 
make their bargain with the Imperial Oil Company's 
refinery stocks department? 

Not necessarily with the Imperial, with any of the refiners. 
Yes, I mefin, quite, the Imperial or the British American, 


as the case may be. 


Yes. 

THA CHAL RAN: Or the Lion, I.suppose? 
MR. FRAWLuY: Yes, Or ther iion? 

Yes. 


And not deal with you as a pipeline company? 
Well, I. do not think it would make for a good working 
arrangement. 


No 


3 


well, that. 4's all right, and then he would get, 
aan the posted field price plus the pipeline charge 
plus some loading charge? 

Yes. 

And that is-all there wouid be to it? 

yes. 

Ite not unsurmountable, this difficulty of delivering 

it in small quantities in tank. trucks, is it? 

No, sir, it is not impossible. 


Do you know whose line it is from the end of the Royalite 
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pipeline to the Imperial 041 storage tanks, or is there, 
What is the fact about that? 

From the end of the Royalite pipeline? 

Yes, to the Imperiel Oil storage tanks in the East Calgary 
yards? 

In other words, the lines running between the terminal 
tankage and the refinery tanks? 

Oh, welt, no, I didn't mean that, I think I know what you 
mean, the Royalite pipeline trunk line really ends at the 
storage tank in the Imperial Ojl refinery yards? 

Yes. 

The Royalite Oil Company then goes on to the Imperial 
pronerty, you might say? 

Yes. 

Heli is, 20tacu, docs ¢o0 on the Imperial property with 
mus Giunk Tine arg its trunk line terminates on the 
Imperial property? 

Moshonue distance an, yes. 

About how many feet? 

I cannot state that accuragely, sir. 

Now, there was one thing, you noW propose to give these 
people seven dayst free storage, that is the Imperial anu 
the British American and all of your customers? 

Yes. 

ani then after that to charge for it? 

Yes. 

That will bring some revenue in now, which you have not 
had before? 

A small amount possibly, yes, depending on how much oil 
they handle. 

Yes, and that will be an off-set against the rental which 


you are now paying to the Imperial O11, of $35,000.00 a 
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year; now, 1 do not know whether this is very important 
or not, ‘Ir. Coultis, but I have been struck with this 
fact, that essentially this is what ilotkins was doing, 
is 1t not, he has some oil fron the Sunburst Company down 
BHeve'y 

Yes. 

He turns that into the Royalite pipeline division at a 
certain gravity? 

Tes, 

it is taken to Calgary, it is probably, it probably becomes 
common erude, even in the gathering lines, and in your 
trunk lines? 

Ses. 

And then it gets to the Imperial Oj] storage stocks in 
Bast Calgery and it is there definitely then common crude? 
Loss 

And then he wants some and he is delivered whatever erude 
the pipeline runs, from the storage tank, or whatever 
gravity? 

nes 

and he pays the Imperiil Jil for, he pays the Royalite 
Oil Company for the pipeline charge? 

mes. 

And he pays the Imperial O11 for the loading oharge? 

The transfer charge. 


= suppose essentially what he is doing is selling crude to 


the Royalite Oil Company and buying crude from the Imperial 


Company? 
Well, that is.a matter of pookkeepirg. 


TE OHALRIAN: Could you say without calculating 
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it, what that demurrage would amount ta? 

A That rate of drmurrage? 

( Yes, what would that amount to in money in your experience 
of the past year? 


A DMS GWU Oe. aie di 


ue I suppose you couldn't answer that offhand? 
i Mncaniiot.. (S12. 
Q You see, one reads in the paper that the amount of crude 


oil allowed to be produced in Turner Valley is fixed at 
some ten.thousand barrels per day, do you know if that 
iS uso? 

A One certain wells, .sir., .That does not include two or three 


of the new wells that have come in. 


Q Would it affect the through-put on your pipeline? 
A vo Wik apeduce act. 


To what extent? 
A From around twelve thousand, an»roximately, including the 
Home well, about thirteen thousand barrels a day to 


aporoximately eleven thousand. 


) Eleven thousand? 

a Mes. 
THis CHATRM&AN:  - Any questions. 

& MR. FRawLayY: That happens, i”. Coultis, that 
is a seasonable situation, is it not? 

A Yes,-l.believe so. 

Q A year ago now that happened, didn't it? 

A Yes, always at this time of the year, in the winter time 
there is not the demand and stocks begin to pile up. 

Q So when we are speaking of the through-put last year of 


Pivesoncne heltamildion,.or of :six million, which was 
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the total through-put, with an average of some 16 thousand 
barrels a day, that was made up by these dips and peaks 
in the yearly, in the monthly through-put? 

A Yes, due largely to our peak demand and an extremely good 
harvest season which we had the past year. 

Q MR. NOLAN ¢ You said to the Chairman, ix. 
Coultis, that the Home was in addition, does that mean 
that the Home well is not under conservation? 

fe so, | stated, 42 answering the last quest ion, that that 
Mucluded, the, Home. welk in that statement of 13 thousand 
barrels per day. 

Q Yes, but I read in the newspaper that the allowable for 
Crude sn they Turners Valley is, from the first of February, 
Peyankateiend. o'clock: in the morning, is 10, thousand 

8 barrels? 

A Yes, that includes a temporary allowable at the present 
time for the Home. 

In the 10 thousand? 

Yess 


Then why do you say that the through-put is 11 thousand? 


> 2 F 2 


That includes absorption naphtha. I base my statement on 
the. through-put. ofthe: Line total, 
Q I see. I do not think the Commission understood that, 
Mr. Coultis, there would ciiy be 10 thousand barrels of 
y crude transpprtec? 
A One. ves. 


Beeause there can only be ten thousand barrels of crude 


a) 


produced? 
A Yes. 
& The other thousand were other products? 
A I took the operation as a total. 
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Q Yes, you took the operation as a total? 
Yes. 
Q And you say that this is seasonable, by that you mean in 
this time of the year these requirements go down? 
: A Due to the market. 
Yes, Well, do you know what the market is going to be nekt 
month? 
A Wo, sir. 
Q Or the next month after that or the next month after that 
or any month this year? 
A HO, «Sir. 
phetactipemeauns, thay this Order is now in effect, how 
long is it onerative? 
A UatEliiG eechanged by the Conservation, Board. 
‘ Q MR FRaAWLOY: well. noW,ethere is 4 lot tar pe 
, said, ii.we.eo into that, I do mt know whether this is 
the right time to go into it, we can keep on emlessly, 
buy Lt. Wall.do the.~best LL can, my Learned friend. asked 
you if you knew what the market was going to be in 
another three or four or five months, you know, you have 
been in that business now for many years, when seed-time 
begins the pipeline througn-put goes up, ¢oesn't it? 
A The market demand naturally increases, 
Yes? And the, you know, as a matter of fact, I presume 
y you know why this crude allowable has gone down to 


10 thousand barrels? 
Due to the market, the demsnd at the present time. 
Yes, you people did not have any more place to hold the 
611 in:your storage tanks in Hast Calgary? 
THe CHAIRMAN: Ls that right? 
A Beg pardon? 
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A The terminal tekings were largely sone snd the market 
w's not demanding or taking the oil and it was piling 
up at both ends. 

Q MA FRaWLey to - This 1s Che shows jot josurse, 

‘ time ali-year Low soint, is\ it not? 
MR. NOLS fs oe 
MR. FRowwLaY: well, wir. Coultis should kmw. 
MR. NOLAN: i oWonder if ne Knows, 
MR. FRAWLEY: He also knows better than anyone 
else. In the ordinary marketing operations of the year, 
when does it go down to the lowest and when does it go 
to the highest, you know that? 

A At some point during the winter months, naturally there 
iS 2 LOW \poi nt. 

Q And here we are about the first of February? 

A Thats rient'. 

Q Now, just give us the benefit of your views on the subject, 
do you expect, just going back over the past years’ 
experiences, that this, about the first of February now, 
that for some weeks now will be the low point in the 
takings? 

A iethimieie will be very near the, botivon, 

Q Yes, sure, and when seeding starts it will go back up again? 

A Naturally. 

, THe CHATRIIAN: Well, you see, wr. Frawley, 


that may be of some importance. The witnesses whom you 
have called have said that marketing conditions should 
give the pro ratio.. 

MR. FRsaAWLEY: I know. 

TH CHAIRMAN: and this great, a great increase, 
to level up the year, might never take place. A too 


| rapid withdrawal is not consistent with proper conservation. 
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itR. PRAWLSY: That is true. 
THE CHAT Ria and itestruck me that that 


should be cleared up, not that I should be the one to 
start anything new, but still it hits one right in the 
eye. 

MR. FRAWLSY: If it is deemed to be material, 
and.at is.f.r your dordship. to say, and itis relevant, 
We~Widl. heave .to<go-into-.that. 

Th Chalke Al: | iost of the opinions given have 
been predicated on a stated through-put woich is supnosed 


Vou corti nue, 


pe een Os imate eH Xes.. 
Adds CHG I Rid and LP. dtabecones acfact.: andaia, ae 


earried. over every newspaper, that that through-sut is 


Wer yeconsider bly reduced, ws... 


Mink. PFRAWLSY: Yes. 
Tot, OCH ALRAAN ¢ Lt. seens: terme that this 


Commission would like to hear something about it, if one 
ean get to hear about it, we world like to hear something 
ahout it anyway an@ we hope to hear about it without 
spending another two weeks on it, or anything like that, 
MR. FRAWLEY: | I certainly, for one, «do «not 
propose to shut my eyes as to what might hap»en to this 
through-put in this line and in fairness to ae company, 
this Commission must have in mind what may happen to this 
through-put, not only as to the Alberta market but as w 
other markets, that must be gone into, but I want to 
explain through Mr. Coultis whet brought about this ten 
thousand gallon drop and iir. Coultis says this is about 
the bottom of the market demand for the year. 

TH: CHalRsaN: E just brought it.to your 


attention. 
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MR. FRAWLEY: whether tht is good conserva- 
tion or mt, thet is smething else. 
THi, CHsalRiian : Your oninions are predicated on 


good conSurvation. 


WR. FRawLEY: 3 Quite so. 
TH:, CHALRMALU: And I think Dr. Boatright, 


certainly sone of the Witnesses, said that merketing: - 
eonditions should not be a guiding factor, either in good 
conservation,..... 

WR. FRAWLAY : No, and does not that,with 
respect, sir, become more pertinent when we get to the 
other end of the picture, when it is a question of taking 
too much out to meet market demands? 

THE CHAIRMAN: Yes, but Lf you' get this Low 
How, -if-you are going to heve a levelling out, over the 
year, you must have an increase to bring up the low. 

MR. FRAWLEY: - Guite so, which e7n be dealt 
With in many fashions, that is more storage, which ore 
of the Witnesses has mentkoned, vermission vo take more 
allowable as the months go by. 

THE CHALREAN: It would seem SOund in a 
conservation scheme that how much tankage a particular 
company has Would govern the pro ratio. and the conservation. 
MR. FRAWLLY: Yes, that ise so, 

THE CHALTRIMAN:: Perhaps, they should have more 
tankage..... 

MR. FRAWLEY: Of course, they would have to, 
if they state to the Conservation Board "We would Like to 
produce now more relatively over certain months," they 
would have to nrovide tankage to do that. 

TH. CHATRMAN: Well, -L just prousght: it to 


your notiese;, that if the opinion is to be predicated on 
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SB. G. Coultis. ~5475%: 
the through-put which varies so much over the year it 
should be shown that it largely will level up. 
MR. FRAWLiY: Yes, and that is a larger 
matter Which I am prepared to face and discuss with this 
i Commission. 
THs CHATRMaN: Very well. 
WR. PRS Lay: i, know kr. Hervile has sane 


questi ors to ask. 
MAJOR LIPSiT? : is the present thiecurew ddr 
get it right, that the present figure is 11 thousand 
barrels including the through-put in the line? 
A The total through-put will be approximately 11 thousand, 
ee thi sislO wphousand conservation is applied. 
Q 10 thousand of crude and 1 thousand of naphtha? 
Yes, and there are several new wells which will creep 
into that picture, each will vary it, or very soon'raise it, 
new wells coming in will rasie that 10 thousand. 
Q & little bit? 
Yes, somewhat. 
TH: CHAIRMAN: All Pight, anything, lar. Harvie; 
Q MR. HARVIZ: Me. Coultis, 1 have a few 
questions I would like to ask but before doing so, Mr. 
Chaitman. wt) tok vou have slerifled: in’ my imind. <2 
THe CHAT RMeIN: t-didn't catch what you said. 
MR. HaRVIu: i sey i nave a GueSt1oa or -1Wo 
to ask tip. Coultis, but before doing. so Lf would like To 
state that you have clarified in my mind and in the mind 
of my client something which we have been in doubt about 
and which I propose to ask about, and that is whether we 
were to consider the future effect. 
TH CHal RMA : & report or a recommendation 


with respect to the pipeline rate could not be one 
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that was made for an afternoon only. There must be some 
thought about an appreciable time. for it to cover, 
MR. HARVI st; . is certainly agree with that, 
but I got the other impression fra Commission counsel. 
TH CHaIRi:aAn : All I meant was that it was not 

j Mesticto be Tor a day. 
MR. FPRaAwWLSY : Lam. sorry, (il shoul dino. ite ve 
been engaged in something else at the moment, but I was 
and did not hear what you said. 
MR, Harvie: Iwas saying this, Mr. Frawley, 
that I have intimated to the Commission that we are quite 
interested as 49 the setting of the future rete, as co 
what hanvened in the past we have not been so interested, 
and I was much interested in the comments of the Chairman 
just now, when he intimated that he wished to look at 

d . the future through-put of the line and the possibility 
of the markets, in setting the rate, and I have 
intimated that I have discussed the matter with you on 
occasions and that I gathered from you that you did not 


tntend toiwske that into consideration. 


(Page 3477 follows.) 
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Wife nite absie Ye Oh no- Well I am sorry 
my friend got such an impression as that. I realize 
the Commission has got to give some ettention to what 
the rate will be for some appreciable time in the 
future. 
Mive’ NOLAT; . Based upon what, the 
present conditions or on the condition which may exist 
in the future? 
Mit. FRAWLEY: I just said Il was prepared 
to face a diminution of the through put of the line which 
A surely contains a lot of inferences to you. 

Mite HARVIG: That is just exactly what 

kL want, but it is entirely different to what I was 
i | informed oreviously. Thst being the case there is one 
| point I did mention at the time the guestion of the 
adjournment came up. 
THi CHsalRMAN: It is not to be held ageinst 
Commission Counsel that he does not know everything that 
the Commission may hve in mind. ‘ie have not confided 
to him all our thoughts. 
Tete HARVIE: IT have endeavoured to be of 
such assistance as we may to try and find out whet the 
future kind of evidence would be. ‘Je have that clear 
now. 
THs CHAIRMAN: At the moment it appears 
to us that we are interested in the through put of 
this lines. ‘shere we will stop and where we will 
begin on that is for us to think over. You can assume 
we are concerned with the future. How far into the 
future we must peer is something we wibl give thought 


to, and do-our duty as we see it. The through put may 
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be of interest. 
MR HARVIS: Yes. I have now one 
or two more questions. 

Q Referring to tixhibit "98", which is the suggested 
specifications in connection with the pipe line pete) 
Referring to Paragraph 11 dealing with free storage, 
under the practice to date the question of storage 
has never entered into any arrangement with the pipe 
line. There has been no storage charge or anything 


up to date? 


4 NO. 
Q This is something new, a new procedure, this suggestion 
’ of a storage charge? 
A Yes. 
Q Paragraph 11 suggests 7 days free storage and then 
@ varying rate after the first 7 days. Are you 
Tamiliar, or are you in a position to say that is 
what may be known as common pipe line practice. Or 
some othér date? 
A I think it would work out to be reasonably common. 
Q Now do you know what the Peat on is, say in Montana? 
4 Not at the present time. Some time ago I believe they 
' had a 30 day free storage period, and then one and one- 


half cents per barrel per daye 
Q Per month? 
4 Per month, yes. 
Q Yes, that is my understanding. Free storage period of 
30 doeys and thon‘’a charge of 14 cents per month? 
4 That is right): 
THs CHAIRMAN: 1$ cents per month per 


barrel? 
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S. G.Coultis. 
ean Vlas t Yes. 

A I do not know whether that is in existence today 
Or not. 

Q PiaenaRVis: I imagine evidence can 
be brought on that’ 

A Yes. 

o, At the moment that is my understanding of what the 
situation ist 

A Yes. 

Q You in reply to @ gquesstion I think of Mr. Flotktins' 


Suggested that on account of the type of crude that 
was being hendled in your line as co::pared with the 

‘ Montana Oils, yours being much lighter and subject to 
greater evaporation loss, these same figures would not 


be applicable’ 


A Yes. I do not believe I compared ours with Montana 
crude. 
4) I think the inference was with some other crudes* 


Yes, some other crudes. 

Q, That being the case we will take the situation in 
Montéena, that the pipe line furnishes storage to 
customers for 30 days free and then 1$ cents a month 

‘ per barrel thereefter? 

4 Yes. 

q I have been trying to translate this schedule as 
set out in Paragraph 11, the second part of Paragraph 
11, into something which can be compared, and if you 
Will assist me in that. I have had ius. Cottle give 
the figures or prepare the figures just here? 


4 It would be-approximetely ,150.00 at the end of 60 
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aays,or the end iot the 60 days' paia storage. “Or 
at the end of 30 days in Montana would it now? 

Q Yes. Ll had not figured it out on that basis. I 
will put it this way, on the basis i-have figured it out, 
and lL wild read vie figures which, as far as i know, 
are correct. It will save some time in computing 
them. You should have the right to check theme 
In Montana, or using the rate, call it the 60 day 
free storage, if would be nothing for the Tirst 50 
days and as gompared to your schedule it would be 


5.9 cents under this suggested tariff? 


4 Per barrel? 
Q THE CHAIRMAN: Does anybody know about 
é this Montana rate’ I cannot have you giving evidence 


ot 


like Mr. Blotkins, ur. Harvie. 

Mia .eHARVIS: No, but I did have this 
schedule that was filed <«s an sxhibit. 

i. PLOTKING: I have bills I am paying 


right along and I ean produce them for your consider- 


ation. 
THa CHAIRMAN: That will be a simple wey. 
Lh. HARVIS: Iwas going to use this 


document th: t hes already been filed, e schedule of the 
‘ rates, but it was in the Reporter's hands and it was not 


available at the moment. 


THY CHS IRMAN: Then at the end of the 


Momo i WOULG DGis eae « 


M:.HARVIG: At the ond of the first 
month. 
TH! CHATRIMAL: That is really three weeks' 


pay? . 
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Ss. G-Coultis. 


A Yes. 
Q There would be a difference of 3.9 cents a barrel? 
BV AARVISS 5.9 eents per barrel. 


At the end of the second month where there would be a 


Gherge of 1% cents...... 


A It would be approximately (148.00 against Montana 
“150.00. | 

Q I do not figure it that way, Mr. Goultis. 

4 I am basing that on 10U0 barrels of crude. Taking 1000 


barrels as the basis. 
Q But in Montana the second 30 days would be 13 cents* 


Yes, that would be ,150.00 for 1,000 barrels of oil. 


h> 


Q I prefer to take my own figures and you con transpose 
them to yours if you wish. 
hy. s SPLOT OTN pi5.00 Mr. Coultis. 

Q i. HARVIG: 14 cents per barrel for 
the second 30 deys. Under your rate as I compute it, 
or have had it computed, it would be 9 cents. At the 
end of the 90 day period, or for the second 30 day 
AGLI Gis sa tale-ste 
Tid CHAIRMAN: Just a minute, 1% cents 


as against what? 


» HARVI2: 9 eents. 
THA CHAIRMAN: Yes? 
Q MSCGARVIS: | ‘jhich would give an 


accumulated figure for the first 60 days of 1% 

eents on the ifontene rate as ageinst 9 eents which 
is the suggested teriff rate, and thereafter, & period 
of 90 days it would be & cents in hontane ss against 


21.9 cents. 


" Tis CHAIR AL: al point? 
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Mii. HARVIL: 61.9 cents. Now I 

quite agree with you, “r. Coultis, that there :- 
possibly should be some allowance and some very fair 

and reasonable allowance for the difference in the 
gravity of the crude. But that figure, I presume, 

is supposed to pay you 4@ return on your investment, 

as far as your tankage is concerned, and facilities - 

and your operation expensss and also to look after the 
general losses you would suffer.over that allowed 

under the lg rate? 

Yes, and the additional cost of tankage in Canada or 
Alberta, compared to the cost in the United States. 
Very true, they are not exactly comparahle and there 
should be an adjustment. But we will scy for the first 
40 day period, which I think maybe is a fair one to take 
and one that might be a reasonable one to expect storage 
under such circumstances, would you sey that the variation 
or the difference between 1$ cents and 9 cents would be 
more than ample to pick up the difference? 

Well it would taks care of the difference. 

4re you in a position to give us some figures on losses 
and so on that will throw some light on that? 

In the terminal tankage only? 

Yes? I do not want you to answer it right offhand. 

It would be a difficult thing. But may I put my 
question this way..... 

It is rather hard to determine the loss on the terminal 
tanks alone, when they are working tanks. They are 
working practically all the time. 

Yes, I think that is a factor to be considered. 


It is rather difficult to get an accurate figure that 


4 
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T-2 
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you would like to use. 

Q You have no further information you can throw on that 
offhand? 

A No, I have not, offhand, cir. 

Q I think that is all. 
THS CHAIRMAN: Any other questions? 
MRe PLOTERINS : I would like to ask a 
few more guestions in view of what has taken place. 
The first question I would like to ask Mr. Coultis is 
if you are aware that the Gutbank crude is 40 gravity 


or better? 


A I have never handled that crude, sir. Iam not familiar 
with it. 
Q If you will investigate, and 1 think it would be proper 


to investigate tmt fact and report to this Gommission, 
because you are not aware that the two crudes are similar, 
within one to two points at the most. 

A I have never had anything to do with the Cutbank crude. 

q And do you know whether the rates tmt have been 
enunciated by the British American solicitor apply to 
the Cutbank erude as well as to the »evin-Sunburst 
crude? 

4 No, I do not. 

q ley I suggest to you that it does. So that the question 
of gravity should be minimizcd in ths light of this 
Inguiry. In other words, we are not dealing with naphtha. 
Ve are not dealing with casing head. ‘6 are dealing with 
erude, is not that e fact 

4 In Alberta? 

Q Right here with this pipe line, when we ane talking teriff 


" we are talking crude tariffs? 
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A Yes, “vith some very light products. 

Q Beg pardon? 

A Withesome* very light. crude’ in it. 

@ That is only incidental to the Imperial Oil operation. 
EtOhsis nothing to do with the Pips Line Division of the 
Royalite? 

A uRcept it increases your evaporation the "tore light 
products you trunsport. 

Q Yes, I suppose it does. There is no doubt about that. 
Now you are concerned with the evaporation loss in 
transporting this crude? 

A Gonesrned with all the losses. 

Q But we are now dealing with evaporation loss? 

A Yes. 

Q Why then ~ and this is not to be sarcastic or anything 
OP MTHS VUKING, Vt VS. "a Oproper question - and it’ is “to 
get information from you, why du you heat the crude? 

A To keep the wax from congealing. 

Q The wax from congealing? 

A aed to drop out all the moisture possible. 

Q To what temperature is it sustomary at this time of the 
year to heat sorude? 

A At what point Sir? 

4 Q In your storage tanks in the ficld, to start with? 
: A That is not any definite teuperature. It is covered 
by the atmospheric temperature and conditions. 

Q Vhat is the maximum youwould heat? 


Probably 59. 
q So that that would be below the initial boiling point 
of the crude? 


A Pretty well, of the average crude. Wot the light product. 
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Zam only talking of erude. If we are talking of 
naphtha, that is a different matter. So that when 
you heat the crude you heat it only sufficiently to 
cause a settling of the impurities and the wax to 
become Liquid’ 

Right. 

And would cause no loss or at least no measurable loss... 
Now that answer only applies to ténkag3, as you put it. 
Yes, the tankage in the field. 

Ye heat much higher at the head of the pipe line. 

Dye eo umGo bnet) Le bert. 50 that in the: ficid 

there are no appreciable losses due to heating the 

oil, being that the heat is down helow the initial 
DOlLing point of the’ oil itself? 

Not on the low gravity crudes , no sir. 

Now you say whon it comes to pushing it through the pipe 
line you heat it further? Wow what tempereture do you 
heat the crude to at that point? 

It is a varieble temperature. 

tam asking you the ranges. 

‘We heat as high as 70°. Not in the tank though. 

No, that is as it goes through the pipe line? 

We hesrt it in the line, in closed heaters. 

Am I to understand as you pump the oil out of the tanks 
and it goes into the pipe line you have the means - 
from the time it leaves the pump Ind begins to gc into 
the pipe line you have the means of heating the oil 

at that point? 

Yes. 

At what temperature, or I will put it another way, this 


question, when it reaches Calgary the oil has cooled 
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considerably* 
Yes. 
a So that when it reeches this end there are no vapours, 


that is there are no appreciable amount of vapours. 
what is the boiling point of Turner Valley crude 
Dipeveine Pune the winitial boiling point? 
A I do not know. 
Q You know the temperatures you heat the oil to which 
are below the initial boiling point? 
b The heavy crudes, yes. 
Q Yos, the heavy crudes. So that 811 the operations 
you take and proporly take in the pipe line division 
are calculated to minimize the losses?’ 
A Absojutely. 
Q So that when we reach the terminal tanks in Calgary 
the oil in the tanks is still at the spexpense and 
risk of the, Pipe Line Division, is that a fact? 
When it reaches the terminal storage tanks? 
A We consider from the time we take delivery of the oil 
uptil it 1s delivered out of our property.... 
Q Out of your tanks? 
A Yes» 
q So that you are still faced with the responsibility 
of anv loss that may be incurred in storege in 
Calgary. And now at that pcint... 
TH C4 RUAN: You agree to tnat do yout 
§ That we are responsible for the loss, yes sir. 
Q That might take place in your storage tanks in Calgary‘ 
A Yes. 
TH CHAIRUAL: The witness had not answered 


one way or the other. You said so but you did not wait 
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for an answer. 
Wa. eLOTK IEG $ I deducted from his 


t& 


rho) Shee. Se ge ee ee 


Dy 


previous answer that was the position. 

Now does your Pipe Line Division provide the men and 
the facilities, or pay for them, to take care of your 
property at the torminal end? 

That take care of our property? 

Yes, that look after the storage tanks and see they do 
not leak or thet the oil is properly delivered and see 
there {£s no evaporation ana so on, In other words, 
the ordinary functions of your men at this end? 

Wa check the gauges of these tanks. 

Who does, the Pipe Line Division? 

Yes. 

Your men? You have how many men at this snd? 

We have one checker only at this end. 

One checker only? 

Yes. 

Anv othsr men? 

Noe 

And. his, JOD 1S. .+4i 

All repairs and maintenance is carried on by the 


repair crews of tke refinery. 


Everything, you mean that all the other incidentals... 


Maintenance. The refinery supplies the steam and fire 
fighting equipment and water, if necessary, and any 
other utilities, and light. 

Does this man of yours regulate or give the orders 
and supervise the heating of your oil. 

He checks it. 


Under whose instructions does he act. . Do you give 
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the orders? 


yy He "Cngeks Tih sss. Bie 


Q On heating the oil at a certain temperature’ 
4 He acts under the orders of my Field Superintendent. © 
EY You are prepared to say thet the same principle applies 


that tue eating is) donc under regulatod conditions that 


will cause a minimum amount of vapour loss‘ 


4 “eo 6ndeqvour to do that, sir, yes. 

C In other words, veépour losses are under your control? 
A VAs Sirs 

Q And there exists in the industry proper appliances 


Por contreliting thet still further’ 

4 In what way? 

ce In other words your tenks, we will take the terminal 
storage, which provide that pressure vapour appliences 
and vacuum appliances so that you can regulate the 
gases that are gunornted, at least regulate the 
amount of gases that are lost to the atmosphere? 

& wiLohin scerteain limits. 

Q ‘4thin certain limits, yes. And being you take take 
gare not to heat the oil above the initial boiling 
point, the only vapours that would rise would be the 
surface tension vapour. In ties words the air blowing 
on the surface and picking up some of the light ends* 


& Possibly. 


Q And that is the ordinery evaporation losses? 

& 1666 

a Tkcv «wa controlled by these appliances on these tanks® 
£ Yes. 

& So that easy all practicei purposes the question of 


evaporation is under reasonable control? 
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A To the best possible condition that we could apply. 
G ‘ith the tools you have to work with ang the knowledge 


you have of the conditions: 


A Yes. 

Q And that you are trying to regulate? 

A Yes. 

Q In answering hrilfrawley a fev moments ago you suggested 
that the refinery should cater to the requirements of 
the small refinery. is it not the proper funetion of 
SpLpsitlLineato Neteonly transport but to deliver cil: 

h I do not know whether it is, sir, in tank trucks or 
small packages? 

2. ‘hat is the difference between a tank truck and e tank 
car’ 

A “@ll it is a question of who is going to pay the oper- 
ation. 

‘eh Am I to take it from your answer you consider it costs 
more to deliver to a tank truck then it does to load a 
tank car? 

A Yes sir. I consider the losses are a great deal morc. 
There is a considerable more firs hazard too. 

Q Is not thet a question of proper engineering ead locetion, 
uy, Coultis*® 

vs) Yes. But there is a great many more tank trucks burned 
up in this country thon there sre tank cars. 

- Worn Sit is-measureblo, nese risks? 

A Yes, it is measurcdle. 

Q And not only that, but it is insurable. 

4 Oh ves. 

Q So there are no insurmountable difficulties in resreot 
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of the rate that the pipe line will deliver into tank 
trucks as well as into tank cars? 

No, it is not insurmounteble. 

Are you aware in the last few years that the pipe line 
divisions of a good many companies in the United States 
have had to face that particular situation, and have 
made arrangements to deliver it to tank trucks: 

Wo six, io aid note 

You are not aware of that? Now you suggested that the 
Lion Oils and the British American do that, or the 
Imperial. Wow are you aware tht the Imperial has 
always objected strenuously, by every means possible, 
to any small companies such as the Lion Oils, jobbing 
Oil, in Other words supplying some other refinery. 

Are you aware of that: 

Wo sir. That is lr. hoore's trouble. 

In other words, as Mr. Frawley has properly stated, 

Or do you agree with him - I would rather put it that 
way - because I think Mr. Frevicy just found the main 
reason why these things happen, would you agree with 
him that the oil is actually, under the system that 

you are nov handling it, that the Royalite is now 
handling the crude, that what actually takes place 

is that the Royalite just buys the crude from even 

the independent producer and then sells it to the 
Imperial and then the Imperial is in a position to set 
its own conditions of delivery and sale. Is not that 
the effect of the arr..ngement? 

I believe the Lion Oil Company and the British Ame xican 
Oil Company heve the same rights. 


The same what? 
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A The same rights .to dispose of the oil in any way they 
see fit. 

Q They do not receive the oil under the same conditions, 
and the conditions, as has been brought out in evidence, 
are imposed, not by the Royalite,- although I would 
dispute that contention ~ but by the Imperial - in 
other words, you see what I am going to ask you to tell 
me is whether I am right or not, that when the oil 
reaches Calgary, its terminal storage, you are through, 
and it then becomes a matter for the Imperial Oil to 
decide what is going to happen to it, and how they are 
Roling to deliver it. Is that a fact? 

A They have a distribution system at the present time 
beyond the terminal tankage. I have nothing to do 
with anything beyond the terminal tankage. 

Q And is not the effect of that simply to put in their power 
or uncer their control, the disposition, the methods, 
‘the means, the price at which they will deliver that 
oil to Lion Oils or any other company, except the 
British American which happens to be faced with a 
different piouatione 


A They heve control over their own equipment. 


o> 


Why doesn't the Royalite Company provide equipment 

so that the Imperial, who is a competitor of these 
other companies, will not be ina position to control 
these conditions’? 

AD Why do we not? 

Q Yes? Don't you think it is a proper function of a »ipe 
line company - coming back to this same question - to 


provide delivery facilities, whether it be in tank trucks 


x or tank cars or to any refinery? 
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ye) It will, no doubt, be taken care of. as the industry 
grows, and it is justified, the expenditure. 

a What do you mean by the industry grows? ‘we are supplying 
all the demand now. It happens it is in tl hands of 
three companies now, but in a month or say a year or 
two years or three years it may be in the hands of 
20 companies? 

b Yes. 

Q It won ¢ grow any more oxcept as the demand increases. 
So we must provide for what exists today and to take 
gare Of the future... in, your opinion is it not a proper 
function, would it not give the Royalite Oil Company 
better control over its business if it wes ina 
position to make arramgements for delivery of crude 
instead of handing that privile.e to the Imperial O11? 
Another thing...... 

TH CHAIRMAN: Let Lim answer that. 
before you go on. 

rs) Would you state that all over again? 

Q i. PLOT ING: I say would it not be 
bettor and increase the revenue and facilitate or at 
least prevent the growth of competition, pipe line 
competition from other fields, if the Royalite, as a 
pipe line division, or as a sepsrato entity, were in 
@ position to state the conditions under Which it 
would not only transport but deliver at the other end* 

4 I think we are in a position to make that delivery 
if we have a just and bona fide application that will 
justify the expenditure. 

Q Is that your answer? | 


m A That is the best answer I can make to that. 
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Coultis. 


Nov’, tr. Coultis, when this pipe line started in 
business, there was not) sufficient o1]) to justify 

the big investment of a pipe line at that time, but 

you sew fit as a good business organization to take 

the risk, knowing that you had to build it and provido 
facilities in order for the business to develop. 

Would not that apply to loading facilities’ 

‘ell there are loading facilities at the present time, 

in the wast Calgary yards owned by the Imperial. 

It was just a question whether it jets Pachys caniemee 

the present time to duplicate all that systen. 

Why did the Imperial instal that delivery equipment 

when it was the proper function umer the normal 

course of events for the Koyaiite to do so? 

That, l believe, was installed along with the construction 
of their refinery. 

fer, deliveryvyineverude o11 to’ trucks’? 

shiping in and out of the refinery. Their loading racks 


and spur tracks are used for loading and unloading. 


(At this stage the Hearing was adjourned until 2 P.M.) 
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MR. FRAWLEY: I think Mr. Chairman, it will 
not be out of place if I interject now to file some 
telegranhic communications which have passed between Mr. 
Harvie and his clients in Toronto, which eraren to the 
Toronto pipeline. I think if you will remember as far 
back as Mire Hill's evidence some question arose as to it 
and lire Harvie was good enough to wire and get some in~ 
formation and I will read these telegrams, which states 
the position of these pipeline communications. 

"“Teronto, Ontario, me L.. Harvie, Barrister, Canada Life 


Building, Calgary. Your telegram 20th Stop Information 


just received re Toronto pipe line Montana approximately 
21 miles gathering lines Stop 27 miles trunk lines Stop 
Total throughput 1936 gathered 944,000 barrels delivered 
971,000 Stop 1947 gathered 841,000 berrels delivered 
740,000 Stop Kate 15 cents deductiens 2 percent Stop 
Transport for Parent Company only Stop Constructed 1934 


Still operating, 'Gaby'". 


And iire Harvie wired tack asking for some information, on 
the 25th of January, to Mr. Gaby. 


"Your telegram 25th Toronto pipeline please explain why 


deliveries greatly exceed. gatherings for 1936 and re- 
verse situation for 1927 also approximate present through- 
put and estimete of possibilities in immediate future. 


'Hric Le Harvie™". 


And hire Gaby replied on the Zoth by wire. 


"3g. L. Harvie, Barrister, Canada Life Building, Calgary, 


Alberta. Your telegran yesterday Stop Deliveries vary 
account of taking from storage or adding thereto Stop 
No throughput trunk lines to Coutts Stop No estimate for 


future. 'Gaby'". 
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I would ask perhaps that the three telegrams be filed as 


one exhibit. 


TH CHATALALN: They are attached together. 
wiKe FRAWLEY: They are attached together. 


(THRBE THLLGRAS READ 

SPO nid AS #xHIBIT 
LiRe NOLAN: It is not very clear, Mr. Chair- 
man, what the 2% deduction means in the Exhibit which has 
just been read, Exhibit "131", the words used are "deductions 
20", I think I know what it means. 
MR. FRAWLEY: Well ir. Harvie perhaps had better 
ask hire Gaby to elaborate on that expression and I might say 
the same kind of information with respect to the International 
Pipeline is being obtained from the Texas Company but there is 
some delay. 
TH: CHAIRMAN: Now you told us before, but it should 
appear right here on the record who lire. Gaby is. 
WRe FRAWLEY: Yes, Mr. F. A- Gaby is the Vice~ 
President in charge of operations for the British American Oil 
Company, and ir. Harvie also offers to be filed, as he was 


asked to do, copies, specimen copies of the British American 


producing con,.racts used in Turner Valley. 


THE CHALRMAN: You said copies, is there just one or 
more? 

MR. FRAWLEY: Just tho one. 

Mike HARVIE: If I might be allowed, Mr. Chairman, 


to make a comment in connection with the copy being filed. 
We have not really developed any uniform contract . As con- 
ditions change the contract is changed and this is the last con- 


tract which we have entered into. a ecpy of the last contract, 
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and in it there are references made in paragraph 1, to 2% 
deduction representing the pipeline loss, this was entered 
into before the change came in to 1% from 2%, so now I 

have in pencil just made a note that now it is 1% and under 
all old contracts they are now getting lw irrespective of 
what the contract says. 

THE CHATRMAN: what I want to get at, you have 


two doouments in your hand, is one a copy of the vuther? 


MR. FRAWLGY; Yes, it is. 
TH CHALRILIA N: So it is just one exhibit? 
MRe FRAWLSY: Yes. 


(COPY CONTRACT FOR 
FRODUCTION ISSUED BY 
THE BRITISH Aw ERICAN 
OIL COMPANY Hikt 
WARRBED AS LXHIBIT 


THE CHAIRMAN: With which is associated iir. Harvie's 


observations as to the deductions of course? 


hike FRALEY: Yes. 
THis CHATRMAN: Well I suppose in the light of what 


ire Harvie says, representing the British American, there is 
really little need to wire Mir. Gaby now as to what is meant by’ 


the 2% deductions? 


Re FRAWLEY: If uir. Nolan is satisfied. 
MR. HARVIE: The 2% deduction is in this contract 


but I think what iir. Nolan was referring to is under lir. 
Gaby's wire, referring to the Toronto Pipeline deduction in 
Montana, and I think the same remark is applicable to that, 
that that does cover the 2% pipeline deductions. 

THE CHATRWAN: Et assumed that lire Gaby must mean 
that in the light of what you say. 

MRe HARVIE: They are entirely separate and din- 
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MR. NOLAN: Lire Harvie can give us the ine 
formation. 7 

THis CHALRiwA N: Ef there is any doubt about 1. 

he should find out. 

MR. HARVIL: I do not think there is any doubt 
but that that is the 2% referred to in Mr. Gaby’s wire, that 
is the 2% which is allowed for pipeline icss under the Toronto 
pipeline regilations. 

THS CHAIRMAN: However, if there is any question 
about it you had better wire Mr. Gaby if you will. 

MR. HARVIL: Yes. 

THis CHAITRUAN: All right, Lire. Plotkins, you were 


going to finish with Mr. Coultis. 


SA.iUEL COULTIS, having been recalled, 
examined by Mr. Plotkins said: 
Continuing where we left off, why should not the Royalite 
Pipeline Division rent the loading facilities at the Imperial 
Oil, the same as they rent the storage, in order to give 
proper service to all their customers or probable customers? 
I do not think that it has been necessary to rent all of that 
equipment in order to give service. I believe the customers 
have been given good service from the other company: 
In the past? 
Yes. 
But in the future with the pipeline a common carrier offer- 
ing its services to everyone, and in the light of what we 
assume is the proper function for the pipeline, namely not 
only to transport but to deliver at the percentages, would 
it not be reasonable to expect the pipeline to have its own 


facilities to deliver? 


Oa 


§.Coultis 
a 5498 = 


A If there were not loading facilities available it would, 
and no doubt in the future if it is found necessary that 
will be supplied. 

Q® sAssuming if the koyalite pipeline was a separate company 

and had no connection whatever with the Imperial, would it 

not be of necessity required to providelikhobe facilities? 

Unless they could rent. 

Or rent? 


Some other loading racks. 


a. S& & 


Yes, but if they rent these facilities they would not allow 

those facilities to be under somebody elses control? 

A Not in the case of renting. 

Q Not only from the standpoint of renting but from the stand- 
point of tho pipeline as a whole, would it be considered 
good business by you as the manager to allow the terminus to 
be in some competitive company's hands? 

A In their hands? 

Q Yes. 

A Or--- 

Q Under their management? 

4 It would depend on how much confidence I had in that company. 

) Quite, would you think the customers you cater to would feel 
the same confidence or would you not take any chance of not 
creating any friction and have your own facilities so as not 
to create trouble? 

A Providing I did not have any trouble and all my customers were 
Satisfied I think I should be satisfied also. 

Q That is the way you feel about it? 

A Yes. 


Q Now we will come back to this question of line breakage and 
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spillage and evaluate the losses or risks rather; up until 
now you realise that we have only just casually referred to 
it, we have not attempted to evaluate that risk. Now what 
is the actual risk or in other words what causes, what 
possible causes could develop that would cause the line to 
break, will you be good enough to relate it in the light of 
your experiences so that we can evaluate it? 
It covers a lot of ground, sir. 
Yes, but name the principe ones. 
we have to have, we happen to have the main lines grabbed 
up by road crews who deviated. from.the proper right-of-way 
in order to divert a road around a hill. 
You what? 
We had a road crew plow the line up. 
What kind of road crew? 
A construction crew. 
Plow the line up? 
Yes. 
I do not understand that? 
They hooked on with a 60 ton Caterpillar and broke it in two. 
They deliberately hooked on to your line? 
No, they didn't know it was there. 
They did not know it was there? 
No, not the road crew, between here and Turner Valley. 
You mean the Government road crew? 
Yes, the Municipality. 
The Municipality road crew? 
Yes. 
How deeply buried is the main line? 


30 inches in the main instances. 
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So that is one-~ 

That is one. 

And that is not under your control? 

No. 

Is tnere any way of insuring that? 

No. 

You cannot obtain insurance to cover such a risk? 

Not that I am aware of. 

Let me think a minute ad see what that means, what risk 
actually there is to that, have you any recording devine, 
pressure recording <evice at your terminus or at your 
pumping stations which would indicate to you within a 
reasonable time when a line break oCurs? 

Depending on where the line broke, if it broke over the 
range of hills on this side it might not record at that end. 
would it record at the other end? 

It would record, yes, at that end, the flow would stop. 

So that ina case of that kind you are able to minimize the 
loss, in other words you are able to find out within a few 
minutes when the pressure goes down suddenly in your line, 
I mean in the case of a line break or something? 

Yes. 

You immediately have it recorded on your pressure gauge? 
In some instances, not all. 

I mean if it is a serious break. 

The most serious break we had did not record it at all. 
Didn't record bee 1? 

No. 

How do you attribute that fact? 


Because the line split and opened up and took the volume of 
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the pump through the break and maintained 1000 pounds 
pressure on the recording gauges without a movement. 

Q@ You mean tho break did not quite get to the surface? - 

A Oh, it got to the surface, it blew a large hole in the ground 
and spread out seal: several acres of land. 

Q But there was sufficient back pressure? 

A Yes. 

Q Caused by the earth? 

A Sufficient back pressure somewhere along the line. 

Q That it did not reflect on the gauge? 

Ri) It did not reflect the pressure at the Turner Valley end. 

Q What was the loss then? 

4 Over 2000 barrels, in the neighbourhood of 2200 barrels. 

Q 28000 tarrels, how long did it take you to find, that is 
what time elapsed from the time you estimate the break 
occurred and the time you actually were aware of it? 


A We were not aware of it for some time. 


Q How long? 


A Due to the fact that there was no drop in pressure. 
Q ‘Well would you estinate the time? 
A JI would imagine two houra. 


Q What was the rate of flow, what was the rate of flow at that 


time through your line per hour? 


Probably at the rate of 6000 barrels per day. 


> 


Q 6000 barrels per day? 

i Yes. 

Q That would be what per hour, roughly speaking 250 barrels an 
hour and in two hours there were 2000 barrels of oil lost? 

me NO, nO, I didn't say that.. 


Q Vell what was the situation? 
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THs CHALKwAN: They discovered the Serene in two 
hours. ) 

We discovered the break and the break was located in the 
lowest point in the Sarcee Keserve with a great dip in 
altitude dropping from around 4300 feet to in the neighbor- 
hood of 4000 feet and that line was, this occurred in the 
night. 

In the night? 

Yes. 

80 that from the time the break occurred until you were able 
to repair it you lost 2000 barrels? 

Yes. 

Have you any suggestion as an eingneer, any steps that the 
company might take in the line of recording instruments for 
safe-guarding, that would prevent such a big loss in a similar 
situation? 

No, I do not know, in a similar situation, what would prevent 
that loss. 

You do not know? 

No, we have had other serious losses. | 

Is the only means of detecting a leak, a serious leak or a 
serious break in the pipeline, .- the pressure record, the 
pressure drop record? 

Oh no. 

what others? 

we report hourly, our men report hourly. 

You have men at both ends that communicate with one ano ther? 
Yes. 

Pebeavoxt hourly on the throughput? 


Yes. 
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In that case, that particular night that was occurring? 

Ysse 

Did the men not get alarmed at the receiving end? 

Ido not think they became sufficiently alarmed, there is 
always that human element to contend with and you know that 
element as well as I do, once in a while we get a man that 
probably is not as alive as he should be at 4 o'clock in the 
morning. 

So the receiving end was not, or did not reflect the break in 
the line? 

Somebody did not. 

Well now normally would you not expect that to occur, I mean 
normally in the operation, reporting every hour as you do, 
that if there was a loss of oil from the starting point to 
the terminus, that it would be reflected and something would 
be done about it? 

Oh yes, yes, very much, sir, that is the first instance I have 
had of that particular type in 10 years and I think it is a 
good record for the boys. 

somebody was not on the job? 

He was on the job probably. 

Well at least he did not carry out his duties? 

Probably his brain was not functioning so well as it should 
have been. 

So there is the question of the human element? 

Yes. 

Well now it is possible then, to obviate that, that is a 
preblem to be able to record the amount of oil which is re- 
Geived at the end of the line without depemiing on the man 


at the other end and you know, at least I am asking you this 
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question, there is on the market an instrument that will do 
that? 

Not altogether, no. 

That will not measure the oil which goes in from the receiv- 
ing tank and record it? 

Yes, providing it works under all conditions. 

Well is it not your experience that instruments today, using 
cracking plants and the conditions of high pressure and con- 
Siderable temperature, do work and work almost invariably? 
Yes, iir. Plotkins, there are instruments for a great many 
things and thoy are very efficient instruments but £ have not 
found any instrument which will record the volume of oil and 
tell just what it is. 

I do not just get that. 

I have no record of an instrument that is satisfactory for the 
conditions whieh you are inquiring about, and I still have 
faith in men and I still like to employ them and would depend 
&@ great deal more on men than instruments where there is a 
question of the instrument failing. 

sould it not be the fact ee ane instrument would only 
Bupplement the men? 

Well, just what instrument do you refer to? 

A flow weconaars 

That would record 42 miles away? 


No, not 42 miles away, thet wou’ register at the end and report, 
so that your man would not have to use his brain but just read 
the record and transmit it, now is it not a fact that when a 
condition like that occurs that somebody has not recorded or 
transmitted the information, that he actually does not take 
measurements, in other words he has skipped his duty and does 


not take the measurenent» 
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A Possibly. 

I mean that is your experience, with men, it happens? 
way I ask you a quest ion--- 
Mn. NOLAN: No, just make the answer. 

etl right. 

Q Mr-e PLOTKINS: Now have you any reason to say 
that a flow recorder, which is a common instrument in the 
industry, would not record properly the flow at the receiv- 
ing end? 

A It may be very misleading because a man might become accustomed 
to depending on the flow recorder doing his work and in case 
that was frozen up with a small amount of water it would be 
recording a fictitious level. 

Q Would not common sense and experience under those conditions 
Cause you, as manager of the line, to see that the men 
check the instruments, in other words have a double check, 
where your serious loss could be averted? 

A I would still be back to the men checking the instruments. 

® Yes, so that you say that you must leave the hazard, that is 
the chance, this matter of line breaking? 


A There is always, yes. 
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What other type of line breakage could occur. That is, 
what could cause any other line breakage? 

Heaving of the ground, settling of the eround. 

That would cause a line break? 

Contraction and ex»yansion, change of temperature. 

That would have the some effect is the c*se we vreviously 
discussed. -it would allow oil to eseape and if there was 
some means of ascertaining the fact almost immediately 

it wouid minimize the loss? 

To some extent. 

Is there any other re2son why the line would break? 

The line might be tanned by thieves attempting to steal 
Old. 

is there any other reason. You mentioned this morning 


about o11 coOngealing, would not that cause the line to 


plug, and if the pressure continued cause the line to break? 


Tt might mot. 
Has it ever been your experience that that happened? 


No, tL have not head any wax plug sufficient yet to break 


? 
the line, 

Would you Notaeay tah wes under your con trolly 
ees Sa 

You will cgree with me if I say thst the same thing ha» ens 
there, you could have recorders, temperature recorders, 
spotted at various sections along the line, recording 

at either end, so that you know the temperature? 

tes. 

In that line, and that will prevent the congealing below 
a certain point that you have pre-determined? 

Yes. 

So thst we can eliminate that risk, to some extent? 


Yes, providing the line is in operation. 


’ 


beers aut ie. an FR38 | RRs 
"i : 7 ; Ms Bed ere ok. 


i Ge i (any ence. Ts oRerm ee sme one's 


vir Tr tas egnbeo ah TM reads ‘Sige 


can) } hee fy & , 7 pa be F) ~ a oo 
7 emer k Toei POH At eh 
’ 4 A, on . > 
i tie 
ce er Bt it y, AY “ 1s ie , ; we vé A! 
pee eres an ; 
' ; " 
#) i», ™ . , ws 
hay Bir Lpiecee xi 
roe ness 4 ie ais 1 ah 


Renee fat. b otto, Yer: Rea: ogi xa 
4 ; fa 5. : , | a | i sc 


. » - 's) ; ’ 
, 9 p. ’ Vv ; 
ie ms n 
a) 2s { . i) : 
a A ee sf Bey) hat 
a Fe Nat) #) 
; =e 


“y e Mra ; ;¢ wa f ia > Pt eb ; « 
BSeuoyeod Ira? tat Seti ey ane a 


ae aa eae . 7 Lay, \ ah t 

, r { ‘ & ‘ 1B 

Bhecd a) nal Sane ae nae ge aa! 

ee b res < 
i 

Ax ‘ 
‘ * or" ~ i > iY 
n bs ied : e re rete tee 5 as Fh : pd ' ‘ wt ' 
\ Bi te ae nN 
~ 
£ ~ 


| ie feS oO 23? Ge A . a ee i 26 | 


& * yelp ; ; oN yp ae te 
_ a > ly 


DEPEaerrCoST OTS Te cot |, RR eee bias et Ve 


Sinn wer” 
awe oe ee AS 
wa et 
a4 
api ist 
© Bs ite. 4 
i= : ad oat ae ee ae 


. 
a 
“oc 
+ 
ne 
ae 
> 
. 
: 
f 
+ 
ae 


oe Ge Coultis, -3507= 

Q, Froviaaineg che Line is” in operation, what do you mean by 
that? 

A if the line were shut down your temperature would 
naturally fall. 

Q That is true. What would you do then to eliminate any 
risk of breakage when you first started up again? 

A inere is very litvle you can do. sut your pressure up 
to operating pressure. 

Q TOU Would mou neat your oil a little more in Srder to 
ceuse 4 temperature rise? 

A Bao TRG OC move the plug in the line, sir. Thaw mient 
be) ten miles: up. 

Q Tove fe oben a DOSition ts" blow the Lineor to tranepore 
bigntver oll so'as to minimize that’risk, through the line? 

A ogee lias Moti oul Lines. 

by in your main line, [ am talking @ bout? 

i No. You Would not Have warning, possibly, in many 
instances, that you were going to shut dow. 

% Under present conditions where you are bringing a 
minimum of eight thousand or ten thousand barrels a day 
through, is it likely your line will be shut down? 

A 2G 18 Possible, yes. 

Q Under what conditions? 

A If the line breaks. In case of a line break you would 
naturally shut down. In the case of trouble at your 
terminal tankage, or fire, you would shut down. 

Q What exnerience have you h:d in the past in tht regard? 

da I have had sany shut-downs. 

q, Hae 4% Gaused you any real, or at least appreciable loss? 

a NO. 

Q So that by your experience you are able to overcome the 


operating troubles. The technique has been developed to 
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minimize those different troubles? 

Our operatiois have been largely with lighter products 
than we are now handling, sir. We have had no shut- 
downs during this Winter on lines that Were necessary, 
Still in operation, except the one carrying white products, 
there is no danger from that of plugging. 

So that the major losses will oceur as a result of a break 
Loeine Line? 

Yes. 

That is not detected for some considerable time, several 
hours? 

It may not be. 

ead uot acenebe minimized by, if necessary, doubling the 
CVemrecwo oun Choe lre yn other Words, 1% 1s a, @uestion of 
evaluating tht Line and seeing if 1t is cheaper to have 
two extre men for that time or whether it is cheaper to 
take a chance? 

Yes, it is 4 question of one or the other. 

It is a question of evaluating the risk and that can 
properly be done by a Commission such as this in 
endeavouring to determine that risk. In other words, it 
is not something you can leave to chance and just say 

"We will provide $50,000.00 or $100,000.00 for that"? 

Oh, no. You have to use reason in all these things. 

Meu can evalliete that all right. Is there any other means 
you ean lose any 2npreciable amount of crude through ycur 
gathering system or through your trunk lines? 

Through our gathering system? 

Yes? 

And trunk farm? 

Yes? 


You could have wash-outs. 
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Coultis. ~35509- 


What means have you of detecting the loss between a 
producer's tank and your first reseiving station? 

Both points are checked. 

So that the seme »rocedure ee as is maintained on 
the trunk) pi veline? 

Yes. 

59 thit the same means of preventing loss exists? 

Yes. 

The same thing occurs between your field storage and the 
head of the trunk Line? 

Nov) exoculy, no, (sir. 

Well, have you a complete check there? 

NOt aS accurate as on the mainline. 

What are the reasons? 

Because our giugers travel all over the field, gauge a 
feank Of O11 in one section and move on and gauge another. 
The trunk main line men are mtified - the gauger at the 
main tank farm is notified he is gauging approximately so 
many barrels of oi1. And the ge :thering system is working 
24 hours 4 day. So 10 LS 1mp0s S1ble To. Rew en ace reae 
check on it. We can make @ daily check but an hourly 
check, it would be imoossible. 

That means in the central gathering system, that is the 
hart, ohet 16 at the head of the trunk Lines 

Yes. 

You also gather in that section? 

Not very much. 

Wot very much. Is it because you do gather and take the 
run in gauges in the gathering of this line as between the 
producer tanks and your main receiving tanks that you are 
not in a position to gauge hourly? 


We are taking guages in the field across the board. 
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me. Coultis. -~SOL0- 

Q I am dealing With the central section. I understood 
there were various gathering lines coming in? 

A Yes. 

a} And two or three tank farms? 

A yes. 

Q wd GnerTre Was &@ central tank farn? 

A Yes. 

wy I am talking now about the central tank farm? 

A Les 

Q we have-gone over all the others, and we have found that 
the risk is known Sate be accurately gauged and | 
Proviceq lon. we ere trying to seé 1f the situation in 
the central tank firm in Turner Valley is the same? 

A It is gauged. 

G It is gauged, but you hayen't the same control over that 
section of your system as you have in the other secti ons? 

A Not on an hourly basis. 

Q Pie. te What 4. mean. Lou heven'’t the sme degree oF 
con trol? 

A NO. Bile 
Now, how much territory does that particular part of your 
system cover? 

a The gathering system? 

=) That central tank farm, What radius does it serve? 

A About @ quarter section of land. 

Q and it just gathers from the wells th:t are situated 
within that same radius of a quarter section? 

A Noy sir, 10 gathers fron all over Durner Valley. 

Q From other tank farms? 

A Over an area of twenty miles long. 

Q This central part does not gather from individual producers? 

A Yea, it does. 
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In the whole area? 

In the whole area. 

w€ll, is not the system that the individual producer in 
the South end pumps his oil to the South tank farm and 
this South tank farm pumps it to the main tank farm? 

Not heavy loads. 

Or is it the individual producer in the South end pumps 
direct to the main tank farm? 

Providing there is a pump of sufficient power to give the 
Pressure tO push it to the main tank farm. 

You mean wherever possible the »nroducer's crude goes to 
the main tank farm? 

In many instances it does, except in the extreme end....: 
Where the »ressure is t0O gre2t? 

Too great. 

What is’ the reason for this procedure? 

it is @ logical procedure and economical. 

I am asking you what the reason is for the benefit of the 
Commi ssion? 

State that over again. 

The reason for thé necessity of going - in the South end 
you have a producer tho has a tank of oil? 

Yes, sir. 

And normally your men would take that oil and pump it to 
the South tank, the South gathering tanks? 

Yes. 

But you say in some instances it is pumped direct to the 
main tank farm? 


Yes. 


What is the resson for going direct and others not? 


Can you pick out any specific well that would help you? 
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So. G. Goultis. ~5512- 

re) Any well. “at is the “reason for doing that? 

A it desends, if these wells are adjacent to’a trunksline 
Or 2 Main trunk Lincs, -eonine in "from thevSouvn end and 
Vite We Nave a UMD “th? tT is cape ble of exerting sufficient 
pressure to sush the oil through that high-pressure line 
Vale vie  seruce) Tank Tarim’. 

7 int means Then Win plain Language, thatvwhere omel or ihece 
producer's tanks is situated close to a trunk gathering 
line = not 4 main trunk line - but a trunk gathering line? 

A eo 

Instead of by-pessing the gathering line and going into 
the tank farm you push the oil through with the rest of 
the oil, from that South end tank farm? 

A Yes. 

a) That saves one handling? 

A It saves one handling but it costs an expenditure of an 
amount of money sufficient to purchase a high-cressure 
Pumps wien “newns a low of money. 

Q Tov se vithet an order to be able to nush the Sil into lenis 
pathering trunk line, whioh is. under sufficient pressure 
to be “able to sush the oll into the South ‘gathering tank, 
that you must provide a piimp and power sufficient to meet 
that pressure? 

Yes. 
That is what you say? 

A Yes. 

Q Now, why is it more economical to do this than to put it 
into the South tank? 

A It may not be more economical. 

Q Well, then, what is your reason ECrr AOI i Ge 

A, pepe the pipeline probably leading to that particular 
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G. Coultis. -3513- 
tank farm is loaded with oil from a number of wells or 
&@ large well and it is a matter of operating the gatherig 
Systems in the most economical way of getting the oil. 
the gathering system as a whole? 
As a whole. 
Then we come to the problem that you stated a little while 
S20 we vl WolruwGO Know ai sl) an right. ‘You say that 2m the 
central farm you not only gather oil from this quarter 
section - from the wells th°t cre situated in this quarter 
Se CUO e war 
Oi Og aac OG, 
POU ony 2rou unose wei ls but also fran wells seattered 
Syueove ts Pic @iela. thet 16, that part of the field Giang 
may be situated along its main gathering trunk line, and 
ij GS 20 thoce wells you have no control, hour by hour, 
no contral insofar as the amount flowing into the line? 
Yes, 
That is the wells you referred to a little while ago? 
Yes. 
That is the problem you have in connection with minimizing 
the loss, the risk, at least one of the risks, remaining 
risks, in the gathering system, is that a fact? 
You have that risk. 
You have thet risk? 
Continually, yes. 
I am trying to find out what it is evaluated at? 
tee. 
How often do you check under these particvlar conditions? 
Probably once in four to six hours. 
So that even there you are able to minimize to some extent... 
Pretty well. 
Any loss? _ 
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Fretty well, yes, 

What about your men. How Bepen ae you walk your lines? 
we Walk the field lines daily. 

That would mean each particular section of the line, how 
often Would it be visited in a 24-hour period? 

Not more than once, in general. 

The trunk line, would it be walked more often than the 
oil gathering Lines? 

NO,. Sir. 

The risk there is greater though? 

TP do not Chink So. 

bo thay you now say the risk in this trunk line is ns 
gere:ter then in the other small lines? 

PO ROG CL Sos 

Doevicr eyes Boole the whole gathering system end: tie 
Woote Crunk lige system, whe Losses fra Drea kage can pe 
eon rolled. end Tor nurooses of determining the risk can 
be evaluated? 

Die tiskwite <lOtUcins, On the Main Line, tue yiek offs 
break is not any greater than the gathering system, but 
the risk of tremendous or serious loss on the ‘trunk 
line system is very much greater. 

Yes? 

Owing to the larger gap city of the line. 

And the larger amount of o11 going through the line? 
Yes. 

But the means of control are much better under control 
than they would be if scattered over a lot of territory’? 
Yes. 

iow, the question of fire arose. That was one of the 


reasons th:t wis mentioned. Is it not the »ractice that 
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G Coultiss =5515- 
the Royalite insure ageinst that risk? 
Yes. 
So tht the risk is covered by insurance and will be 
properly chargeable to onerating costs? 
On certain parts of the equipment, Droits Coully awievor = hs 
equipment. 
What about crude 011? 
Edm not. believe it is insured at all, 
10, do nog believe it is insured at all? 
Nee Sia". 
But it is insurable? 
I believe you could obtain @ policy at a very high rate. 
That rate, I do not know what it amounts to. 
A&A high rate to cover the risk of fire at the terminals? 
And the contents of tanks. 
And the contents of the tanks? 
yes. 
Do you know what the rate is? 
Nog L.do. nots 
If 1 suggesteq to you that in our case where we have no 
fire fighting equipment and we are certainly not as well 
organized as the Imperial refinery, our rate: Ps under 
1% for crude oil and manufactured croducts. Would you 
then think under those conditions it Would not be” 
preferable to take that risk and transfer it to the 
insurance companies, if the rate was that low? 
Our oil in storage is a floating volume and it would be 
very hard to place a rate on any given amount of oil. 
I suggest to you that is exactly the same problem as what 


we face in our refinery and we have a blanket coverage 
that insures us for the daily balances at that rate. 


So that-part of the risk could be taken care of. 
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S. G Coultis. -~So16= 


MR. OOMMISSIONER LIvSsT?T: My. Plotkins, if it costs you 
% to insure against fire alone, and Mr. Coultis or his 
commany is giving you insurance against all risks for 1% 

at the present time, are you not getting a much more 
‘ faevourabke chonce fron the Royalite company than...... 
MR. PLOTKINS: 1%? 
MR. COMHISSIUNER LIPS#TT: 1% of the oil is all they are 
deducting for every risk. 
MASP LO Tikit. |: Am I to understand from your 
remarks it is 1% that covers all the risk? In other words, 
LW Eli ieoversthe risk of breakage and cover the risk of 
fire? 
MR. COMMISSIONER LIPSETT: All the risks of the pipeline. 
MWR. PLOTKINS: So there will be no provisions 
\ in the estimate for amortization and cost of operating 
that Will provide for these risks. Is that the inference 
that I should take? 
MR. COMMISSIONER LizcSaTT: Y¥su -re rutting it to the witness 
it ig in the rate as distinct from this 1% loss. Theat 
in the rete there is further provision against loss, is 
that what you sre putting? 
Nive a LOK US ° That is what I understood from 
the deliberations of the witnesses that gave evidence 
before, that is for the Royalite Oil Company, that they 
; wanted in the rate not only 1% to cover losses but they 
wanted in the rate sufficient to allow for breakages, 
that is line breakage and losses through fire and so forth. 
This 1% loss was only to cover evaporation. I may be 
wrong, but that was the inference I have. 
MR. COMMISSIU-ER LIPSETT: If you feel that way about it 
just continue. I do not want to interrupt you. 


‘ Q MR. © LOTKENS: Do you have a vapor recovery 
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System in. any of the tank farms in Turner Valley? 


No, .SL2, 

Not even at the absorption plant tank farm? 

The absorptiom plant is a separate unit. It handles its 
own tonks. 

You do not attempt to recover the vapors from the crude 
storage? 

rom wie Dipeline storege tanks, no; sar. 

is,it because you feel that there is not sufficient 
evavnoration that would justify the exnense of installirg 
the equipment? 

Partly, Mr. Plotkins, because the products that would be 
recovered in @ vapor recovery system would be so high in 
sulohides that they would hardly be worth recovering. 

That has been my experience in attempting recovery. from 
tank tops. 

Boe Gera oso aoresult Of your survey, you have: come Wo the 
cOnelusion that the vapor losses ire not worth recovering, 
whatever they are? 

I would put that another way. That the losses that are..... 


the vapors that are capable of .being recovered, which 


would only be pnossibly a reasonably small fraction of the 


loss, would not nay for a recovery system extenuing over 
the entire main tank farm ond particularly at the outlying 
tanks throughout the field. 

So that for the surposes of the Commission they can 
disregard to @ great extent the factor of vapor losses in 
storage and as occurs during the period of transportation. 
That is, fram the time it leaves the producers' tanks 
al it reaches Calgary, on an average? 


No, I do mt think so. 


. 
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oe GG. CouLtis. . -5518- 


Q Mou ao. 00%, think So? 
A I do not think they should disregard it. 
Q Until you came to Calgary, ir. Coultis, you were in 


complete charge of operations? 


ia Yes. 

Q, In Turner Valley for Royalite 0i1? 

A Yes, sir. 

Q, And you air recall that in yerrs past there ws a period 


when naphtha was quite a commodity. That is, there was 
a large demand for raw naphtha, from farmers and dealers? 


A Yes, Sir. 


& 


And your company installed the facilities in Turner Valley 

ao) WarLOUSs POintSs for making those deliveries? 

A LOS wUS iLL. 

& Westnet a pert of the Imperial Oi] Tacilities, selling 
facilities, or was that conducted by the Royalite Oil 
Company? 

A When it was installed and started it was Royaliite. 

Q It was Royalite? 


A During the years I think you refer to it was Royalite. 


ey So that Royalite undertook to sell...... 


A Tes. 

q Naphtha to farmers and others? 

A eS siat. 

Q You Will recall there was a period there where there was 


quite active comoetition? 


A Yes, sir. 


You recall that? 


A Yes. 


Because it was quite serious, and at that time some or the 
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S. G Coultis, -%519— 
independents indulged in a practice of delivering for the 
price of ten drums of naphtha, delivering an extra drum 
free. You were aware of that at the time, I suppose. 
It was brought to your notice? 

4 I have never paid very much attention to any floating 
rumours in: Turner Valley. I cannot be able ts state 
that definitely. 

C sere you ever instructed by the Imperisl 011 Sales 
DIVision t9 meet the competition as to price and quanti ty 
pn iurner Valley in conmectisn with the sale of Turner 


Valley naphtha? 


A NOs) (Sil. 

Q YOU Nevar Were. "Dad you heve direct charge ‘or ‘that? 
A NOS, Sil, 

q, ~Ou° do NOt Know Of any instanee..... 

ve Just what do you mean by mecting competition, direct 


competition? 

A My experience, - and I am prepared to call witnesses if 
it is necessary - is that a farmer could go’ to your 
loading stetion in Turner Valley, at the garage supply 
station, for instance’? 

A NGS, 

Q And could puy 450 gallons of naphtha and if the price 
was 10¢ he would receive nov only the 450 gallons and 

) pay for 450 gallons at the rate of 10¢, but he would 
get his surpbly tank filled up?” 

A Mr. Plotkins, that is mot true, 

os That 1s not true, to your knowledge? 
A EVENS t. 
You know it? 


A Yes. 
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You do not know of any instences where your man would do 
that? 

I do not. 

You do not. All right I will not press it any further. 

I am going to read this question because I have given it 
some thought, if a published tariff specifically stipulates 
the quantity and conditions under which the pipeline will 
accept crude for storage and showing the probable demand 

and having in mind the particular type of proration which 

is provided, is it not then possible to properly weigh all 
these factors and determine the actual anount of storage 
facilities required, so as to allow a margin of safety for 
operating purposes, now that is quite an involved question 
but it refers to the same thing, it is possible to cetermine 
in advance the emount of storage which will be required 
under given conditions and to provide for it, is it your 
Opinion, or do you disagree with that, that given a certain 
market, given, knowing how the production is going to occur, 
we assume again tuat production will be handled in this way 
or that way, knowing the percentage of extra storage you need 
to play with in your working, is it not then possible to nae 
"jell we will need so many tanks with 2a volume of so much", 
and provide in the estimates that which will be necessary, 
in your budget for expenses, for the right amount of storage 
which will effectively cover the situation, would that not 
be the way that your company would do it? 

They would do the best they could, we would estimate it as 
close as possible. 


Yes. 


But we do not know what the market is g0ing to do this year, 
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2 = C001 = 
we do not know whet Turner Valley Will produce this year. 

Q But you do know the probable market requirements based 
upon averages, your company does not work on one year's 
basis, it does spread itself, its operations, in order to 
evaluate a program for the company, and what I have seen 
ef your company's records, they certainly do thet, you do 
estimate the future by the past and you allow a percentage 
for the risk factor or changing factor, now heving all that 

tn mind, you krow the volume of acreage in Alberta or in 
vestern Canada is not going to change like 50%, you know 
it will only vary within a. narrow percentage, we also know 
that the average crop for a.given number of years is so 
much, well now we can provide for all that, your company 
does have statisticians thet can aetermine that and then 
when you allow for these variables, you can then be in a 
position to accurately stop and minimize the amount of 
varying to approximately 5% at the siost, and know how much 
atorage you will require to take sare of the situation, now 
if ‘that iis a fdet, I aa asking you if that is possible?’ 

A Tell they have not passed that information’ on to me, sir. 

Q@ You are not called upon to give that inform tion? 

m ‘Nos 

Q FE realize that, you are told or at least you are informed 
or probably you are asked for youx opinion as to the amount 
of storage which you think should be necessary, have you 


ever been asked by your company for that? 


ee 


Yes. 


And where does that information go to? 


lire ~eLeod. 


> > £D 


An@ do you know if your local offices work that out or whether 
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that is worked out in Toronto? 

Beyond ir. hicLeody-- 

You do not know? 

ZI would not be prepared to state. 

You have, I understand, a Raber of men under you directly 
concerned with the operation and maintenance of the pipe- 
line division? 

Yes. 

Do any of those tien divide their tine between the pipeline 
and any other activity of the Koyalite Oil Company? 

None of the wen under ny jurisdiction do. 

None of the men under your jurisdiction? 

Noe | 

35> you are able to determine accurately what is the amount of 
money which your company pays for operating and maintenance 
labour in the pipeline division? 


Yes. 


when it ae CEN the building of a, trunk Line or building of 
any lateral line, gathering line, you have the men under your 
control exclusively, the men who are hired and work in build- 
ing that line* 

Yes. 


They do nothing else, I mean their time is divided and they 
are hired for that particular purpose? 


They are. 


And you have then a.record of the costs that are incurred in 
building that trunk line or lateral? 


Our accounting department. 


Yes, I mean you supervise the expenditure? 
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In other words, when you hire a man you see to it that he 
produces sufficient work tc cover what, you sce ie it that he 
Carries out his duties? 

Yes. 

Naturaly as the manager you would? 

Yese 

50 when you tabulate all the costs which you have "o.k'a" 
as proper, as pertaining to any given work,. then the office 
is able to determine what it costs insofar as labour is 
concerned? 

Yese 

Does the same procedure not take place when it comes to the 
purchase of material? 

That is also handled by the accounting department. 

poae, bu, do you “o.k." the purchasing? 

YOs- 

So that when you have or have "o.k'd" that item, when that 
item has your "e.k."' it is charged I suppose on your in- 
structions to your department, I mean your "o.k." automat- 
ically provides that the office will allocate it to your 
department? 

Yese 

So that the office is in a position to properly segregate 
your division from any other division of the company? 

Yes. 

From an accounting standpoint? 

Yes > 

Do you know that they do? 

I have no reason to believe they do not. 

You have no reason to believe they do not? 


No © 
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are you, I want to give a little thought to this next question 
because I do not know if I know exactly what I want; in 1936 
for instance you had a result at the end of the year on your 
operating costs and your maintenance costs, well now in 1937, 
at the end of 1967 would it not be natural.for you as a 
manager to dehe the office to supply you that complete list 

so that you could compare it with 1936 to see how you were 
acing? 

Yese 

Well do you ado that? 

EL don't know whether I did it in that year but I certainly 

did last year. 

Any time during the last 10 or 12 or 15 years? 

Oh yes, I have. 

So for purposes of comparison? 

It is all gone into, it was the Royalite Oil Company, that was 
@ division or a department. 

So that you were given figures that would show you your operat~ 
ing costs as applied to the pipeline department and your main-~ 
tenance costs and could I say also your overhead, in other 
words would those figures include the administration expenses? 
Well Mr. Plotkins, I am not an accountaht, we have some good 
ones and that was not my department. 

I am not asking you as an accountant, I am asking you as 
manager of the pipeline division of the company, you would 


naturally be interested to increase the efficiency? 


Naturally. 
9) 


And that is one of the tools you would use to gauge or weigh 
your efficiency, you would take your, you would ask your office 


and most likely they would supply it without asking for it, at 
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least that is whet we do and any other company would do, they 
would give you facts which would enable you to judge as to 
the efficiency of your ma nagenent? 

ry Yos. 

Q nd in those facts would they not include a division of the 
administrative expenses and the amortization figure, do you 
recall that? 

A vod, they would if I called for it. 

Q Have you ever had acteg as Bee arts in the last 10 or 12 years? 

rt) I have not bothered a great deal on certain phases of it in % 
the last few years due Ae the fact that L was pretty busy 
keeping the wheels Pentre | | 

4 Keeping the what? 

A Keeping the wheels turning. 

iQ So that you say that you did not make a complete comparison 
in the last few years? 

A I have made compar isons yes, but possibly not as minutely as 
you infer. | i 

Q But you Hees made comparisons as to operating costs? 

mw 6Y@Be 

Q And maintenance costs? 

di Yes. | 

Q But possibly not as'’to overhead, otha: matters of overhead? 

A No, 

Q You are very familiar with the operations of the rKoyalite in 
the field and that fie why I am going to ask you tnese questions, 
while they do not relate Girectly to the pipeline they do relate 

to the operations of the. Royalite and they are in turn reflected 
in the accounting system; the Royalite mamages a number of wells 
for other companies id Turner Valley? 


& Yes. 
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Q dnd how is that manegement, a separate man, 80% or appor- 
tioned or allocated to those companies which you na nage? 
A WMre Plotkins, in attempting to answer that I can only answer 
it for anything up to the end of 1937. 
Q That.is alll expect. 
ry And I would say that the operations of those wells would be 
carried on by the regular crew and an allottment of the 
charges would be made in the accountihg department. 
Q S50 that the same crew that operated the Royalite wells-— 
A Largely yes. 
Q@ Mind you I know--~ 


my No, & producing well, that well would heve its own separator 


operator. 

~ A producing well would have its own separator man? 

A Yes. 

Q And it would not, he would not do any work anywhere else, 
that is in the main? 

A In the main, yes; 


a But the supervising help or supervising personnel? 
Yese 

Q Was the same, that is the Royalite personnel supervised the 
company they managed wells for, and their own wells? 

A Yeso 

Q Now there would then be the possibility of the office, that 
is the accounting office in Calgary? 

a Yes. 

not being tully informed of the amount of time or the expen- 
ses involved in supervising or carrying on the activities of 
related companies, that is the companies under management by 


the Royalite, or is that very carefully, or was that very 
a Coe sa 
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carefully apportioned in the field by you or by your assistants? 
Mre Burns has a capable staff in the accounting office in 
Turner Valley working under his direction and he looks after 
those matters. 

SO you have not the duty of apportioning-~+ 

I have not the duties of an accountant. 

That has nothing to do with accounting. you had to reflect to 
the accounting department? 

Yes. 

what actually took place in the Valley, so that they could 
properly allocate the experses? 

YeSe 

Now an accountant is not capable of doing that if he was not 
familiar with the work and you were? 

I was. 

You were in a position of either agreeing or disagreeing with 
the charge if it was not in your opinion properly allocated? 
Yese 

woulda you not do that? 

i did do it. 

So that you should see that the charges were allocated insofar 


ae you are concerned? 


ho YGiSe 


To the wells managed by Koyalite were prcperly made? 
Yes. 
So far as you are concerned? 


Yese 


You do not know what happened to them afterwards, you do not 
know if the office moversei it or jisreguarded it? 
I have not time to run each item down. 


You are not concerned with it, it is not your duty? 
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A Noe 

Q@ Now the absorption plant system, and there are two absorp- 
tion plants of the koyalite in manne Valley. 

A Yes. 

Q@ It has its own gas gathering lines? 

A Yes. 

Q Does the same pereontel, muintoninse ound operating, that 
Operates and maintains the srude oil pipeline and the naphtha 

a and so forth, also supervise or operate or maintain the line 

System of the two absorption plants? 

A You mean at the present tine? 

Q At the present time or any time in the past? 

A Not at the present time. 

Q What about the past? 

A In the years past when the company was small the same crews 


would probably service it or opserate.the pipeline carrying 
anything. 

Q In them years you were in charge? 

A I wade 

Q And did you make an attempt at that time to divide the ex- 
penses between the two divisions? 


A Yese 


Q $0 that so far as you are concerned the vouchers which you 
allowed to go to your accounting office did reflect accurately 
the operations in Turner Valley? 

A As accurately as possible. 

Q AS accurately as humanly possible? 


A Yese 


Q I realize that, so that at no time so far as the Turner Valley 


office is concerned, was it necessary to guess at what it cogt 
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to perform any particular service in Turner Valley, is that 
correct? 

Yes, we supply the very best Tite Os we can in an inte- 
grated company - 

Yes, now I want to go into the voucher system, you have a 
voucher, I understand on which is recorded the oxpenses and 
not only records the expensce but the cxpenses are also al- 
located, in other words, what are the means that you have 
when you were in Turner Valley, of properly recording the 
expenses and allocating them to the proper department, whee 
type of paper or what was the means? 

Mire Plotkins--~ 

You or your office staff? 

Yes, that is fine but if you want me to go into details of 
that you might better sall Mr. Burns. 

Mire Burns is not in Turner Valley? 

That is ali right. 

And you had a man, now you may not be able to answer and if 
you cannot «e will produce someone who will answer, 

If you will give me specific questions that I can get hold 
of them I will endeavour to answer then, 

You are not in a position to answer that? 

iL co. not believe in the way that you want them answered. 
ALL I want is a sample of the voucher system, do you know 
whether or not, I will put it another way, do you know if 
there is any particular system, by letter or by number? 
Yes, absolutely. 

That is what I want to know? 


Yes. 


I have never seen one, so I am not in a position to say, I 
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am just assuming from the standpoiint that it id a big 
company, well organized and they must have a proper system? 
We have. 

You have a voucher system? 

Yes. | 

That would eliminate any possibility of error in allocating, 
or in other words in determining in what departmaut the 
Sxpenses originated? 

Yes- 

That is right? 

Yes. 

So that the office in Calgary was able to say that this is a 
pipeline expense, a pipeline repairs expense? 

Yese 

This is a pipeline capital expense and so on? 

Yese 

And in the other divisions the same way? 

Yes. 

Another question which is a little involved, in view of the 
volume of oil likely to move through the pipeline would it 
not be better for all the companies concerned if the 
Poyalite Pipeline terminal and the delivery facilities were 
not situated on the Imperial Oil premises and were completely 
Separate from the Imperial Oil Refinery activities, if you 
were manager of that company and had no other interests, 
would not that be, would you favour such an arrangement? 

It would depend largely on the lay of the land and the pos- 
sibility of obtaining a proper location for a tank farm. 

A proper location for a tank farm? 


Yes. 


Would it be necessary to be in the City with thet location? 
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No. | 

So there is any amount of land available, that. woulda be 
puitable for that? | | 

Yes. 

And from that point you coulda radiate to your customers? 
It would depend a great deal on your switching fags neni 
on your railways. 


(Go to No. d58e ) 
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4 Of course, we Will assume that, that you would take a 


site th.t would be acceptable from that standpoint, 

Such as any other company would, you would not go out 

on the bald prairie, you would pick @ site.that was 
served or could be served by the railway and also ina 
position to radiate economically to your customers, but, 
if possible, you could do those things, and you. sce mm 
unsurmountable difficulties in doing that; remember, you 
ere Witinegehrouch five and a half million barrels of 
Sree Veer ania bias likely to oneresse,..and chetiars 
quite good business, and you are endeavouring. to inerease 
DSO weeO wedirce cOsts, naturally, Jf 1t:is.your own 
Dine. yard youmare mot concerned with any other activivies? 

Li Yes. 

G NOW, YOU Would eo and pick a likely site and, be if.2 
position to be absolutely independent, so that you could 
accurately determine your costs; at the present time 
your costs #2re imposed on you, you have no say in the 
matter as to what the Imperial will charge the Lion Oil 
or charge anyone else for performing thc seid service, 


have you? 


A No, that is entirely. their affair. 
Q Yes, so that if you were situated on your own tank farm 


and  ~OLe. tO scott rol. your own operations, “nd the operations 
inereased -nd your costs decreased, you would be in a 
Coys) bon thie oO Tender more services at less cost to 
your customers? 
A rossi bly. 


Everythi ng else being normal? 


A Or nossibly higher. 
e) Yes, not if the wlume increased? 
A No; 
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And everything else was equal? 
A No. 
You would not make it approximately higher, it would be 
obvious the costs would come down and you would reduce 


your rate, to prevent someone else competing with you? 


A If the volume decreased. 
Q I am assuming, and -11 the evidence we have here is that 


the field is going to last same time and that the volume 
Will inerease with the consumption, and we know that in 
the past ten yerrs the volume of consumption has steadily 
ineressed not even excenting the lowest devoression years, 
Sou U Me aOeeiikely that, barring crop esi ditions, 
which will affect it temporarily, that the volume will 
GeCTeosee fois se itkely to incre se, Is, that not the fact? 
A I am not a geologist, sir, we thought thot in 1929 when 


we built the 6-inch Loon. 


a You meen from the standpoint of production? 
A Yes; 
S) We will leave that to the Commission and I am not competent 


either, and I am not stating that question in that light, 
I am just esking if we assume that the volume is going to 
increase or even maintain itself, would it not be better 
for your company, if it was separsted from the other 
activities of the Royalite, to be on its own in the matter 
of terminal facilities  ifid. Foading facilities? 

A Well, Mr. Plotkins, 7t-the »sresent time I have no 

complaint, everything is working out fairly satisfactorily, 

1 theek. 

well, you are not in a position to complain, are you? 

A Oh, I sometimes do, 

Oh, I mean in certain minor mattcrs, but in matters of 


, policy, are you in a position to decide? 
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A NE Lb wireces'e 
Q You help decide? 
a Yes. 
Q as 2S the position, dd: you know, you have the facts 
and have supplied them to the Oommission as to the 
prascat boiling rate and the present A.P.I. gravity of 
the crude? 
a I can get those. 
TR. FLOTKINS: I believe, Mr. Chairman, that 
will be necessary for this reason, that I am going to 
Selle Noncgoye a cCertitied copy, Of the crude oil 
distillation and the gravity of the erude oil that goes 
through the Cutbank pipeline, and show that there is-a 
Similarity and if enything the Turner Valley crude has a 
higher initiall boiling point. 
TH: CHsIRMAN: Well, the witness says he can 
provide such a statement, and it will be filed by kr. 
Nolan, so you will have it available. 
MR. e©&LOTKINS: Ne Gas 
Q Mr. PLOTKINS: Have you ever had an opportunity 


to read or see the distillation report on the Cutbank crude? 
Noy srr. 

So. you are not in a position to tell us what the front 

end of that crude is? 


A I do not. 


Q As compared with Turner Valley pipeline crude? 
A I cannot. 
g Now, to go back to this question of storage in .ast 


Calgary, is it true that the question of the mana gemen t 


of that, of the quantity that is allowed to be in storage 
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will determine the rate of loss? 


= 


Will you state that again, lease? 

in other words, are you free, as the pineline division 
manager, to insist that the Imperial take its crude out 
of those tanks the same as you would insist on any 

other customer, or is it in your hands to decide? 

A Up to the present time we hve not insisted that any one 
of our customers take his crude out of these tanks. 


There has been no reason to insist on that? 


bP © 


No, not up to the present time. 


But it is possible for the Imperial Oil to use them 


aD 


tanks as storage? 

A Everyone is doing it thst is putting o11 through the 
pipeline at the present time. 

Q I know, but have we, ir. Frewley, any facts as to the 
separate amount of stor:ge in these tanks? 
wR, FRAWLEY: There 1s an Exhibit filed 
showing the relative holdings of the three companies. 
Mt Vie rs Mr. Chairman, I do not know 
if these facts are relevant, what I am trying to show 
or endeavouring to show is that the rate of evaporation 
will depend on how that storage is used and by Whom, 
If I had the management of thet storage I would use it~ 
to the utmost, if it was at the expense of the Royalite, 
if it was at my expense I might act differently because 
there is no doubt a storage evaporation loss and that 
may become quite a factor. 
MR. FRAWLEY ; Bx ore “o's 
(Exhibit "79" here produced to ir. Plotkins.) 
MR. PLOTKINS: | ir. Chairman, not knowing this, 


these are not totalled and not knowing at the present 
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time their relative percentages of the crude shipred by 
the British ‘meriean as against the Imperial Ojl, I am 
not in a position to make or to ask intelligent questi ons, 
s9 I think what I wili do is take this, or take a cony of 
it,’and consider it, 1 am interested in whether the orice 
of 3/10 =f a cent, 3/100 of a cent, or whatever it is, 

a weer or 2 day, in other words, he orice, for sstcrace 
may be determined on the facts and the facts may show 
that the Imperial is taking undue advantage of its 
position in being in control of these tanks and, therefore, 
the average cost to the Royalite Oj1 Company, the pipeline 
division, of storage is more than it should be. Now, 

that is the only thing I am concerned with. 

THE OHal Rian: If you Want to examine the 
statement at your leisure, take up somethng else, 

MR. PLOTKINS: Those are all things that go 
towards making a rate.. 

TH.: CHAIRMAN: Quite right, and if you want to 
examine it at your leisure, proceed now with any other 
questions you want to put. 

MR. PLOTKIUS: Chot is a1). sin, paenwe. 

TH. CHATRMA®N : EG.1s, understood, Yr... Couitis, 
that “r. Plotkins wants to examine this statement and 

you need to be available to him to-morrow morning for 
further questions, if he wishes. 

MR. FRAWLsY: IT have two or three questions. 
Mas. PReYLE oS Do I understand the Imperial 
O11 does all of the work except pay the salary of ore 
cheeker, which is required in connection with your storage 
tanks in the East Calgary yards? 

or 38 gheaper, My. Frawley, to have their repair crews do 
ae necessary fixing than 1t.is to Dring 4 crew, in, from 


Turner Valley. 
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Q So that they do the work end you pey the charge for 
doing that work, er your Division bears the charge 
Lor: wus 

A Nos. 

6 Now wishing to go over any part of what kr. Plotkins 
has been talking to you about, what are your vievs - 
let me put it this way - the Lion Oil VUompeny or the 
Lion Kefinery is presumably a competitor of the 
imperial Oil in the refining and marketing of petroleum 
products? ; 

A Yes. 

2 Now does it oceur to you there might be a way of taking 
out of the hands of a competitor - without ascribing 
any dishonesty in the least to this compstitor - is 
there any way of taking out of the hands of a competitor 
the handling of the oil and getting all of it to that 
competing refinery rather than direct from your hands - 
because you are not a: competitor you see, to the Lion 
Company or any other independent company. ‘ould you 
care to comment on that proposition at all* 

4 That is' rather a broad statement. JI just do not know 
how to answer that. ‘ould you mind stating that agein*t 

a IT will elaborete it a little bit. - Your Division is 
a separate entity’ ) 

4 Yes sir. 

“ Let us regard it as a separate company? 

A Yese 

2 Then the suggestion is that you should be dealing at 


arm's length with the Imperial kefinery as much as 
with the Lion kefinery and the British American Kefinery, 


and any other little refinery? 
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A Yes. 

Q That is the suggestion. Do you agree that would be the 


ideal situation? 

bs i think so. 

Q. Would you care to say es to whether or not ways and 
means could be devised now, supposing such to be 
the case, which would take out of the hands of the 
Imperial and trensferring the handling and the 
charging for all oil from its own premises to the 
Lion premises or any other independent premises. 

h ell the simplest answer to that that I can make 
would. be that any indenendent refinery would lay 
its line to the terminal tankage and accept his oil 
at that point. 

~ Or lay his line to the trunk line before it reaches 
anybody else's premises? 


A Provided reasonable connections could bs made satis- 


factory to both parties. 


= 


I do not want to go into thet. Now here is something 

else I want to ask you. 

Q THE CHAIRMAN s I wonder if you should 
not just for our satisfaction. ‘shat is the difficulty 
about connecting up with Plotkins' refinery, the Lion 
Oils? You say if reasonable connections coula be 
made. Is this e case where reasonable connections 
could not be made‘ 

A The point is, Cir, that any time you tap or cut into 

the main line it is always a question of leaving it 

in as safe a condition, or as strong a condition 


as at the time it was put down. If it is necessary 
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tO cut that line in two and put fittings in there, 

serew and couple fittings, threaded couplings, 

your line is weakened and it is rather difficult to 

ea% that line and weld it at that varticular point 

because you have a line full of inflemmable oil. 

the main thing is to get your line back in as solid 

@ condition as it wes whem you cut into it, and it 

also means cutting into that line and putting in a 

block valve, In the case of the Lion ncefineries, 

the pressures have dropped yretty well at this end 

and a short distance sast there is a decided drop 

down to the Sow River, So that your pressure at that 

point is very light so it would be necessary to put 

a valve in so that you could hold back on that 

pressure in order to force it to whatever point it 

was necessary or to whatever tank it was necessary 

TOY DUG. 10 ai. So that would mean cutting the 

line and putting a valve in there and making Whatever 

other connections were necessary. 

R You expect to do that for the B.A., when their refinery 

is built, unless they put down a line of their ow nts 

b ell those connections would be made at the end of 
the line, I expeot, for the B.A. 
Q At the end of the line? 


Yes. That would be back of the velves that are now 


b> 


installed in thet line, at the river. 
2 The practical difficulty of the connection with the 
Lion Oils Refinery is ea matter of this expense which 
you mentioned’? 
| 4 Yes. 
‘ G Do I understsnd that the weakening of the line could 
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not be taken care oft 
v3) I think It could be, sir. It will mean a great deal 


Of work. It will mean emptying a considerable portion 
G@lavheata line end clearing it. | 

Gi. But it is possible? 

On yes), Lethink i. would be -ultimately possibile. 


The whole consideration then is, is it, from the 


D> & 


Standpoint-of the Pipe Line Division, economically 
sound to do it 

A Yes, and particularly when you out your main in or 
near the city it is necessary to take extreme precautions 
to see that no breaks or leakages occur in that district. 

‘cl Vhich would add to your expenses | 

A Yes, and hazard. 

Q. Wiivem dite des 2s Don't you think that the 
British American refinery, if they c@me to you and said 
"If you do not give that connection just as and where" 
they thought they should have it most conveniently, 
that if you did not do that they would build their own 
pipe.line, and thet in order -for,you:to kesp thet 
barrellage you would cut in the line just where they 
might pick.it out? 

A I.do not think there would be any trouble in arriving 
at a location for then, because it is in a position 
that is very easily cut into. 

Q It happens to be in a place where they could make the 
cut easily and the Lion is not just quite as easy? 

A Not quite as easy, no Sif. 

Q AS you said to the Chairman, if you really got down to 
cases, it would not be an insurmountable problem 


to provide a connection there for them* 


i “i us 
. . na 
: “ 
‘— : 
‘ 3 
- , ce 
ts A i 
te..* aS se ea sue 
a = ; 
. i ‘ 
hex ee 
L s “! 
sie 4 -> 


Lu 
- a i 5 
5 << 
: L ; 
vite mh po 
* oe . 
ey ae 


* a 


ae 
( 
ath ie ry 
‘ P ’ 
‘ a! - 
3 we: 
aa 
; ty 
ear Pere) 
et 


ras 


fA 
‘ 


T=4 
5 


Se 


xD 


£5 


<> 


D 


Ge Coultis. 
-35o41- 


I would not like to say it was impossible, sir. 

Mis COULtIo, Apanapit "95" shows you had a vhrough put 
last. year of crude oil alone of BLGhe cee barrels? 
Yes sir. 

Then you hac an additional small throughput of' 
421,715 barrels of absorption end separator naphtha, 
making a totel through put of 5,987,342 barrels. 

Now , dealing only with the 5% million odd barrels of 
Crude mhion you, Wiad through the Line. Mrs’ Courtis,; 
you heve seen the markst develop during the years 

you have been there’ 

Yes. 

And as you Look out over the year 1939 do you or do 
you not confidently expect to see a through put 
through that line of the same 53 million barrels 

that you got in 19387 

do not Know, tr. 7rawley. [bt depends’ on your erop 
sonditions. 

it depends on the crop aconditions? 

And also depends on another factor that I think has 

& 200d deel of influence on it. 

And that is what? 

"ea. had such an excellent Fall that I believe a great 
Céel of the fern work, such as cultivating, ploughing 
and preparing the land for crop, a large part of that 
that ordinarily would be done next Spring has been done 
now. So that that may cut your Spring work down, and 
what the growing season will be,I have not been in the 
country long enough to guess that. 

Nobody has been in the country long enough to guess 


that you mean, Mr. Coultis’ ‘iell I just went to know 
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whether you are pessimistic or optimistic about the 
through put for 19459. we havs got to get aown to 
it sooner of later and we may as well get down to it 
now, a8 far as we can, and bring it out of yous. ‘Ve 
neve UO weduce it to barrels for the information of 
this Commission’ 

fs “@llL, Mr. Frawley, I think last year was a phenomenal 
year. 


Last year was a {henomenal year in your experience in 


ca) 


the oil business. It has been suggested to me that 
every year there has been an insorease in consumption 
of petroleum products in ‘vestern Canada, on the whole’? 
4 Yes, I think there has, sir. 
e Let me call to your attention..... 
Lh I cannot say about the depression years. 
f Let me call to your attention what Mr. LeSueur said 
at Ottawa, dealing about the same thing. This is what 
My. LeSueur said at the Ottawa Hearing last February. 
At..Page 338. “tr. LeSueur: ‘/e will have a 44,000 
"barrel capacity: that is our estimate of the capacity. 
"OMe CHALRMAM: And 16,500 or 14,000 barrels will supply 
"the three Prairie Provinces. Mr, LisuzUR: ‘sell I 
"think more than that. THs CHLIg.iils Call it 15. 
Ne eee 6A Would think do. You might say 16.000 
"barrels, between 16,000 end 17,0V0 would supply all 
"the requirements of the Prairie Provinces. This is 
"based on, I think, an estimate of 1956. THs CHAIR: 
"Tt might be different if there were e good crop. 
mr. LSsueua: & good crop, or you take the hatural 
"inerease in the sales of gasoline, you can count on 


"a certein percentage cich year, Avera;ing it over the 


~~ : > 7 
a A av ur" 
4 aa 
J 


hese) 108 


Dee's fvity.9 


taf, - a i. ge re > ( As ko <9 


Oe phy Ee 3 tay me 


is 7 
cae | i 
Paar ach te'..~*4 : (wm pe 
; Ha 2; #4 ny pee + pay a ot 9 et 
' J ‘ 
Lay ' f ae ‘ ey ae és phe 
Se wer renwosa). ang & 
1% A? Se: mee " 4 € 
” 
%, f] As b wy yee of bent _ ; 
Pereronkts a Bay LEVY Peed 
Ie Sry ey ae Bt By thie & i Phong _ 
4 ’ hi " Ss gas 
Cae ates oF - if = ae a} 
Pachaee : f 


{ oy ok Pd t re ‘oe “7s & PL ADES 
Banh Mes See BO 8 ODO Hee: 


x - “* 
A iy ‘ ‘ 
wey EM oat 04 r re) 7 a) OF ha 3 
eet Oe pee eh Se ants Ge Fiat ae iirc) 
apok. Coane BPE Cee aa % ay oun 


ee ee rain itneu Che _ sana 1 


r Ron tees te ~ z ‘3 4 mn 3 ple te ase fee 
; Bs ; . Ae Sette 4 % ea 


| | ca iit niger. hae alia 


ROY, OTS a ened 2, TAR 
Pe a ed ec : S vee ed 
ae ci Nn 
ae: ps uaa tsb ak pra ga 
a ” / . " +7) rare th laeh. wane 
| ee on ee . ei ee: avs de Sed only te Rear e 
on-83 es muse ay, ete ft ote F 
eer ere Foe pete eta re bas ies 
4 per ene! Pay 6 
ae , i « 2 ea is 4 ce ae Pt ' a uG eqeined, Pa) We 
he: has X Lees ee, . , oe 55y oo. <a ai A hi 


veces up oe 


P 7 oe e \ ; 
064i SC Bs Raa lea e 23 Ms Dens? in 


. Ew ay to ; oo 7 >> ane © A 
ef -¥ : 

‘ ' ‘ 4 he / 
te = i by £54 Ee ae res i #. eae. +8) i th oe r Ishi age 7 
; Ais } a4 a6 
- “ 2 
ot we, yee Sep ame ea ae $0 


” 


se * 


Syeiee COULT LES « 
-3543- 


"next few yeers might say perhaps 20,000 bariels." 


That is uy. LeSueur. He is a man who is very well 


versed in the petroleum industry in Canade, isn't het 


4 Yes. 

o About as well versed as anyone in Canada‘ 
A I believe so. 

(, And would you accept his view about that? 


& I naturally would, sir. 


Q. You can alweys look for an increase, a normal increase 
year DY year in the gallonage’ 

4 Yes sir. 

He thinks that about 20,000 for the next two or three 
years. He is only speaking of a year ago. You do 
not depart from ur. LeSueur's view as given at Ottawa 
@ year ago do you? 

A No. 

( I wonder if there is anything @lse..... 

TH. CHATSEAN: He may have some views of 
his own. 

Q Phe Pe tna & Oh yes, if you heve some 
views of your own let us have them. 

4 My views are that tet might be correct for ‘/estern 
Canade, but it does not necessarily mean thet I am 
going to enjoy the rivilegs of putting that through 
this pipe line. 

Q That is a very cautious answer. Let us bring it all 


out. J. Coultis, Let us discuss it. -vo you believe 
there is some danger - now that might be a good 
estimate for the consumption in .estern Canada, but 


your pipe line might not enjoy it. All right. Wow 
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elaborate on thet, Mr. Coultis, please? 

Vertyired Still optimistic in this country 

Yes. 

I do not believe that Turner Valley will be the only 
oil field developed. 

Ch, do you think that betveen now and the crop season 
of 1959 that other oil might be going to market in the 
vay of refined products from other oil fields than 
Turner Vaile y? 

It is very possible from the number of wildcats 

now opereting. 

“ith respect to which there has been no production 
yet? 

taber is producing. 

where is it going into the market’ 

I do not know where all of it is going. Il believe 
some of it is moving to the tastern Refineries, that 
is in “askatchewan. 

Some of it is moving into vaskatchewen’ 

I believe so. 

from Taber’ 

Yes. However, there is somes production there at 
the present time und they ave still continuing to 
a ad 

That was what you meent when you thought that you 
might have to share the “estern Canadian production 
with other Alberta crude? 

Yes. 

Nov there is a pretty good drilling program on foot 
for 1959 in Turner Valley‘ 


something like 14 wells now operating. 
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Gr Coultis. 
Now operating? 
With several shut down for various reasons. 
Yes* 
MR. NOLAN: Operating means drilling? 
THs CHA TRAN: Now drildings. tun, Coultis? 
Yes. 
14? 
Yese 
And the shutdowns you refer to are presumably temporary 
shutdowns? 
There are "7 shut. down for various reasons. I do not 


know whether they are all..... 

Mr. PRAVLeY: I have a statement I 
think I might usefully go into at this stage with this 
witness, 

THE CHAIRMAN : 14 drilling of which 7 
are shut down, or 7 more? 

No, 7 additional. 


” additional shut down at the present time? 


Yes. 
Tepe se ener We Of course theSe figures 


include the wells which were started in 1938 and 
will be 1939 complstions* 

Yes sir. 

I want to talk to you about the wells that have just 
Started in 1939, or within the last fewrdays Of, 2938, 
so we cén call them 1949 progrem wells. I have just 
sent for a ststement, Mr.Coultis, I would like to 
ask you about some of these. But you do look for 


imoreassd production in Turner Valley in 1939-over 


LOOOe 


TORTR he Sa 


anwbat 


be ie ek Moe ached me ates VA leee é . Dae ; ‘ ee? iW hi Tei 
eMC et cM 
pee uit’ godt 46 Sey 

int Sa Sap 
Dis tap ky Bs Oe a 


Dik Bd tak of gan he lgipe” em ID ace hl OM fatale 
lgher 5. evab oo) deal eee eres: 
Pan, eve Se ee porns SRE apn st: Feet ates 


Soe ettVk Eye SLO) ihe ‘wii Eaipicewes ite <a ati ae 


PA tsi, 


T-4 
10 -3546- 
S.G-eCoubtis. 


You mean new production from new wells? 


t 


Yes, new production over and above the max:mum allowance 


£2 


Hor cep eetion in L948? 

A 1K for new production, I do not know whether 
there will be enough new production to take oare of 
Bue VieclLine in the wells now preducing. 

Q Pio Gilet tooLONER LIFsil 3 Have you some idea, Mr.. 
Coultis, of what number of new wells it would require . 
to take-care of the decreased production from the old 
ees. 0 

4 tio, I do not, sir, because with your pro-ration on 
it is difficult to say how fast they may be deolined 
or What the decline is. I would not like to hazard a 
guess on that. Because again when you ask the 
number of new wells necessary, there is no assurance, 
what these new wells will produce, so it is dangerous - 
on both sides. 

Q We had some guesses and I was just wondering - from 
some of the previous witnesses - and I was wondering 
if you had any -uess. I can quite see it would be 
much of a guess. 

A It would be purely. a guess, and it would be a dangerous 
one on both sides. 

Q Mow PRA LS ir. Coultis, I was. talking 
to you about your through put, Your production figures 
of crude oil in 1938 from Turner Valley was 6,025, 000 
barrels. From what you know of that field do you 
look for «&S much as that to be produced in 1959¥% 

A Vell, ir. Frawley, that is entirely dependent. on the 


market or the demand for the oil. I am satisfied 
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that it could be produced. 
Q That that much coulda be produced? 
4 It could be produced, but if it will be produced I do 
not know. 
And more probably‘ 


7 


You mean could more be produced? 


ee 


Yes, could more be efficiently produced looking forward 


£> 


to 19397 The new wells, the new parts of the field 
being drilled up? 

A "@l1l possibly,yes. I would not like to state that 
definitely. 

Q Let me put it another way... -e found in September 
last, September 1948, a daily withdrawal of about: 
28,000 barrels was a little more than the field.coule 
efficiently handle? 

A Yes, they were pretty wide open. 

Q That is ae well admitted now, is it not 

& 168. 

Q From th t you know about this field, and the new areas 
being drilled up, and the new drilling program, would 
you say if it should become hecessary, assuming it 
Should become necessary to teke 48,0U0 barrels from 
the field the nexi peak sesson, that that would be or 
could be done without any damage to the field’ 

A No, I would not like to say it might, sit, because I 
think your field, unless you bring in considerable 
more production, your field will be largely wide 
open. 

Q To do ttt, you meen to get that much? 


A Yes, over @ continued period. 
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S.G.Coultis. 

&. You are in the field every day, or certainly every 
week? 

A Lees 

Q You know something about the 1989 drilling program 


Phew. Oeoot den 't your 

A somewhat. ido not know it thoroughly. That is as 
far as the different companies I do not know what 
their plans are. 

G I am going to run over some of the Locations with 
you, and i want you to give us what you know, or 
what you have been able to gether, and from your 
knowledge of the field. Anglo 4 has a well loceted on 
Legal Subdivision 6 of wLection 17-18-2, 9». of the 6th? 

4 Yes. 

Q And drilling has commenced there’ 

4 Yes sir. 

2 Anglo 6 has a lLocetion on Legal Subdivision 2 of 


Section 17-L8—2, .. of the Sth? The same section? 


vi) LI do not know whet the Legal Subdivision is. 

Q But at Anglo 6 there has been a derrick erected? 
A Yes. 

Q And I am tolé that it is waiting for the transfer 


of the rotary rig from Anglo 4 recently completed, 
is that so? 
A Ilunderstand that is so. 
q Then there is e well call Calwin on Legal Subdivision 


1 of Section 5-19-2, Wi. of the oth: 


A There is such a well. 
2 And I am informed drilling commenced about the last 


day of DSesember? 


4 iieieron my drilling list. 
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@. And Command < has a location on Le;:al Subdivision 


Porci souroticd- Luma, 5 "7Oh the Obl vo. yOu 
understand as I do that drilling will conjence there 


WrUnin vie Bext- couple of ‘ionths? 


A DCO -t0t nnow, Sir. 

ew You do not know about thet‘ 

A Oe 

Ci Do vou know anything about the location of Lavolite 


ion Léeged oubdivision 10 of Seetion 1815-2, 3;. of 
the Sth? 


A I have heard or it. 


24 
cae. 


Pat tole there is ¢ prospect of drilling eomiencinys 

in the near future there. Do you know about thet: 

4 No, 1 do not know their plans. 

o Do you Knov that the Hast Crest has two locations in 
pectzoOn 6-19-72, We. of the Sthr And they are drilling 
one well Number 4% 

4 Yes. 

o. fnd L understend they havs another location. Iam 

talking about vast Grest 5 and sast Urest 7 in that 

section. Do you know that these locstions have besn 


made and they have planned to arill‘ 


4 Just Vhet I have been told, sir. 

Q That is what you have been told? 

4 Yes. 

Q And still desling with cast Crest, that the location 


of well lo. 6 will be Located on Legal Subdivision 
Wror wection 2=2i-35, 2. of the “Eth. “Can you tell 
us about tnat? 

4 I have also heard about that. But I have no 


assurance. 
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S. G. Coultis. 


<D) 


No assurance? Do you take what you have heard as 
fairly reliable that that is the Company's program. 

I have no weason to doubt it. 

sxtension 2, I understand, has a location on Legal Sub- 
division 11 of Section 17-18-2, vest of the Sth, 
There is a drilling commitment there to the C.a a. 
Corporat ion? 

I do not know about that one, sir... 

Do you know that Lethbridge tete has a location on 
Legal Subdivision 8 of Section 24-19-35, ‘J... of the 
oth, and adrilling permit has been issued end there 
is prospect of early drilling, within the next three 
or four months? 

No, I.am not familiar with it., 

Do you know that Royal Canadian 3 has a location on 
Legal Subdivision 12, of Section 29-18-2, i. .of 

the Sth, and that there is every intention of drilling 
within the next month or so? 

Yes .sir.. 

And Royalite ho. 39. That is getting a little closer 
to home. Do you Know the’ logation of that, Leal 
Subdivision 13 of Section 298182, '.. of the Sth? 
Yes sir. 

The cellar has been dug and you are waiting for the 
transfer of the rig from Royalite 36% 

Yes. — 

bo you knov that the Valley vrilling Company has a 
location on Legal Subdivision 11 of Section 7-19-2, 
we OF the 5th? 


io e 
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G.Coultis. 


Do you know anything about that at all? 

I am told they are going to Spud in within the next 
few deys? 

I have not been to that Location and I am not sure of 
ite 

Now there is Vantage located on Leal Subdivision 12 
of Section 32-18-22, |:. of the Sth? 

Yes sir. 

And they commenced drilling about the 22nd of January 
of this year? 

They have been drilling, yes. 

And there is a well called ‘sinalta, located on Legal 
Subdivision 15 of Section omen we Of the. Sth? 

Yes. 

They commenced drilling about the lst of the year? 
Yes, they have been drilling. 

And there are some others.e ‘est Turner 4, located on 
Lezal Stbdivision 3 of Seotion S2-18<2, 1. of the Sth. 
My information is they are pretty sure to get started 
on West Turner 4? 

I understand they have a location there. 

Hov' about Royalite, after 49, starting with 40 and 
going up to about 507 “hat can you tell us about 
that, Mr. Coultis? | | 

All I can tell you is hope. I am not sure where 
these locations will be,. sir. 

&bout how many wells do you think your Company will 
drill this year? 

I have not been told. I assume probably they will 


keep four rigs running. Other then that I do not 
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know their program. 
Q They will keep four rigs running and keeping four rigs 
running means drilling four wells at the one time‘? 
a) Largely, yes. 
Q 59 is the latest one that has been definitely decided 
upon? | 
vy Yes sir. 


And.you think they may keep about 4 rigs running. 


That indicates then a pretty expensive drilling 
program, a pretty comple te and satisfactory drilling 
program for 1939 to keep the field proved up‘ 

A Fairly well, yes sir. 

Q And to take care of the normal depletion tt might 


be expected from the wells now producghga? 


A If they are lucky. 

q Oh yes, if they just have an average run of luck? 

A Less 

Q That being so, and depending egain on the market, 
would you anticipate then there would be at least 
as much production in 1949 as in 1958% 

4 If there is the market to consume it. 

Q At the moment you go no further tham saying, or 
pointing to a reason that other crude areas in Alberta 
may take some of the market at.Turner Vailey and that 

consequently your pipe line is now enjoying? 
A Yes. 

Q You go no further than that? 

4 No. 


Pin. NOLAN: Now I wonder..... 


re. CR Loy: He does not. 
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Cease COULTIB«. 


MR. NOLAN; My friend puts it to 


a 
you, you go no further than that in the sense you re 
saying that the market requirements will remain 
constant. But you have already mentioned orop con- 
Git ions,- and wha. will atrect the through put of your 
pipe line too, will it not? 

A Oh yese 

Q Over all this ‘estern country? 

A Yes. 

Q ‘hat was the crop in 19388% 

A I cannot recell the volume of bushels but it was one 


of the largest crops we have enjoyed in many years. 
Q What do you say about the conditions last Fall* 
Was it an open Fall? 

4 It was such an open Fall and such an excellent 
harvest, the harvesting was done rapidly and still 
left the farmers a great deal of good weather in 
which to cultivate their land for next year's crop. 
which would ordinarily be done next year. That is 


this year. 


Q ‘hen Mr.Frawley puts to you the locations, what does a 
location mean, Mr. Coultis? 
A A location is...... 
a Well what is it? 
Bf It is a place or spot picked on a lease and Gecided 
upon on which a well will be drilled. 
Q It does not mean there is a well drilling there’? 
A Oh no. 


Q It is where they will drill a well if they drill? 
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SesGOU LTS 6 


ie FRAVLGYs It is suggested that I ask 
you whether you are supplied with cost statements of the 
operations of the Pipc Line Department? 
They are obteinable in the Accounting Office if I wish 
them. 
I would ask Mr. Nolan to produce those statements 
Pri oh lic. liorrison says he has not seen. 
Mk.HARVIs: There is just one question, 
Mr. Coultis. It is possibly on the record and if it is 
I have missed it. Can you give me the average gravity 
of oil that is carried prescntly, say, in the terminal 
tankage of the Pipe Line aera 
It is varying from, running now from about 43%° Baume 
to 442. 
That is a fair average throughout the year? 
It has been a fair average for the past several months. 
THit CHALRIMAT: Now there is some 
Statement that Mr. Plotkins wishes to examine and 
there is sorething you want Mir. Nolan to produce. 
MR. FRAWLEY: Yes, we just discovered 
that they were in existance, at least that is my 
information. 
TH! CHATREAN: ‘¥@11 you will come 
here with them in the morning if they are available, 
hir. Coultis, and Mr. Nolan has no objection to their 
production. “e will adjourn till that time. 
(At this stage the Hearing was adjourned until 10.30 
A-M., February é@nd, »939), 
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- Copy letter written by Mr. Plotkins to 
the Royalite Oil Company, requesting 
a direct line to the Lion Refinery. 


“ Dudgev tor 1939, for the Pipe Line 
Division cf the Royalite Oil Company, 
produced by the witness S. Coultis. 


me Statement showing Total Investment, Net 
Profit and Rate of Return of the Pipe 
Line Department. 


2 Statement of Cost of Handling, Gathering 
and Trensporting Oil in Cents per Barrel, 
including varying tates of Return on 
Invested Capital, nine months.period 
ending September 30th, 1938. 
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SANUEL COULTISB, having been re~ 
called, examined by lir. Prawley said: : 

Q ke FRAWLSY: I think we had finished last night, 
uy. Coultis, this way "THE CHATIu.AN: Now fees is some state-~ 
ment that 1ire Plotkins wishes to exariine and there is some- 
thing you want ur. Nolan to produce", and iir. Nolan was to 
produce certain statements that lr. Coultis had referred to 
in ir. Plotkins cross-examination and I think that thet, ir. 
Coultis, completes that part of tir. Coultis' examination, 
mut ip on Exhibit "98" the regulation, so if we can clean 
that up in a few minutes and get on with Kir. Coultis' budget 
for 1959, was there anything of consequence you wanted to 
ask hire GCoultis, iire Plotkins? 
wiKRe PLOTIINS: First I would bike to know if you 
feel it is proper that we should introduce a nae. of the 
Letter which I have handed to you. 

MR. FRAWLEY: L have not had time yet to read it 
but it relates, itr. Plotkins wrote a letter to i:r. ieLeod, 

the manager of the Royalite Oil Company in connection with the 
connection which the company would have to give to Mr. Plotkins 
if they gave him any and the expense which would be involved. 
TI am just at a loss to know how far to pursue that particular 
detail in view of all the work which we have to do. iir. 
Plotkins. might ask iir. Coultis, if iir. Plotkins questions what 
Mire Coultis had to say about the expense and the peculiarity 
of making that connection, you might clear it up ina few 
questions. fo far as filing iir. Plotkins' letter to the 
company dealing with the same matter, that perhaps is not 


relevant. 


MRe PLOTKINS: That letter only deals with it asa 
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detail, that is making a formal application to the company 
for a direct pipeline connection and for a pipeline tariff. 
It only deals with that part of it. 

be FRA /LUY: I have not yet been guilty of 
shutting anything out. If I am guilty of anything it is. 
thet I may be putting in too much. hile I had no objection 
to putting this in, I do not want to put in purely extraneous 
matter, it is a letter from iir. Plotkins for hir. iicLeod, in 


which he siakes formal application for this connection and 


deals with certain objections, what would you say Lire. Chair= 


man? 

THE OrlAlTRual : One more exhibit will not cause any 
trouble. 

Nite FRATLHEY: Very well, my Lord, I then offer thig 


as an exhibit. 
(COPY LUEPTER FROM MR. PLOTIAINS 
TO LR. i:cL#OD HERw mARKGD AS 
HRAIBIT. "LSS" ). 
WR. PLOTLINS: I would like to make this further ob- 
servation, that thet letter was written after the observation 
was made to me, when T was asked some time ago if I had made 
that sneitneaeen and I unswered "no" and that is the applica- 
tion now. 


WR. FRA/LEY: I will read it now. 


(Letter produced Here read by ire Frawles). 


bike PRA NLY: Now, mre Coultis, mention was made 
yesterday of some statement and I ask if you have any state- 
ments of the nature referred to in your cross-examination by 
Mire Plotkins, and it was arranged that you would produce such 


statements if there were any? 


No, I have no statements other than those in «sir. Burns' office. 
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Q Do you mean that there was Some misunderstanding, it was a 
misunderstanding if we understood there were separtite state- 
ments. | 

A Yes. Iam quite sure there was a misunderstanding, sir / 
When I want to know the cost of any particular piece of work 
I naturally ask the accounting department. All I have in 
my Calgary office is .8 stenographer. 

Q Yes? 

A And the accounting department is in the same building. 


we had better clear that up if there is any misunderstanding, 


& 


on 1 see, now this is ir. PlotKins cross-exanination of you, 
ire Coutlis, at page 4525 of the record, for the lst of 
February, he said: 

"Qe And in those facts would they not include a division 
of the administrative expenses anc the amortization 
figure, do you recall that? A» Yes, they would if I 
Carle for’ its" Gs Have -you ever had those statements 
in the last 10 or 1lé years? A. I have not bothered a 
great deal on Poppa in phases of it in the last few 
years due to the fact that I was pretty busy keeping 
the wheels turning. %- Keeping the what? <A. Keeping 
the wheels turning. 9. So that you say that you did | 
not make a complete comparison in the last few years? 

A. I have made comparisons yes, but possibly not as 
minutely as you infer. Q. But you have made compar- 
isons as to operating costs? <A. Yese Q. And mainten- 
ance costs? <A. Yes. & But possibly not as to over= 
head, other matters of overhead? <A. Woe". 

Yes, but so far as statements are concerned, let us settle it 


now, you say the company has not prepared for you and you have 
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not had supplied to you from time.to time statements show- 
ing what the pipeline operations cost the company? 
It ig my practice, sir, always to go to the office and ask 
for any specific informtion I wish because I have not a 
duplicate set of books. | 
That is not the point, do they supnoly you every six months 
or every year with what the pipeline division of the company 
has cost the company? 


NO 


In per barrel or gross 


No, that is in the regular books of the accounting department. 
Oh yes, you pick out infometion? 

Oh yes. 

Information is picked out at your request from tiMe to time 
as to this item or that iten?. 

That is what I meant. 

That is what you meant yesterday? 

Yese sit 

Shere is nothing in the nature of a statement like these 
(pointing to Exhibits) that is sent to you or that you call 
for or get from time to time? 

No, E have nothing in my office. 

TH CHAIT.AN: I take it there are no statements 
of thet character, that i:re tiorrison has not seen. 

MiRe NOLS W: No, and that is the point and that 
is important to all of us, otherwise it would look as if we 
had not shown what we have. 


Tres CHATRAN: All right, we accept your statement, 


Mre Nolan. 


MRe FRALEY: Now that finishes iire Coultis on the 
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pipeline aspect, the operation of the pipeline. It is 
suggested to me that Mire Plotkins raisela question of 
eravity and boiling point. | 

MRs PLOTEINE: Yes, but it will take some time 

to go into that. 

bine FRAWLEY: Are you finished then, lir. anne ueee 
with your cross-examination with hire Coultis on that iixhibit 
"98" or anything relating to that? | | 

iWRe PLOTICINS: Only one question, iir. Coultis, you 
have heard ir. Frawley read that letter and in the paragraph 
where Il refer to the alternative sethod of making that con- 
nection, do you agree or disagree with that view? 

Referring to the saddle? 

Referring to the saddle and also the method of operation. 
THE CHATR:AN : ieeping the valve shut 

WITNESS : I would not put a saddle on a high 
pressure line, not on an oil line. 


MRe PLOPHIIUS: How srach pressure has that line at 


‘that point? 


That, in steady operation, sir, is not high at that point, 
but there is still 1000 pounds plus a hydrostatic head back 
of that and it could be very high in the case of a blockage 
or a shut valve. | 

So it is not your opinion that is a practical method of 
cutting into that line? 

Decidedly not, sir. 

I suppose then, there i8 only one thing for me to do, Mr. 
Chairman, I have technical information available where it 
is done under similar circumstances and [f can just put it in 
as an Exhibit. 


TH: CHA IRAN: Very well. 
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iiRe PLOTLINS: Thanks. 
THE CHARAN: Anything more from iir. Coultis? 
luke NOLAN: No, that brings us to the end of 


‘that part of ir. Coultis® evidence. 


MAJOR LIPSETP: ure Coultis, there was some con- 
versation when ire sicLeod was giving evidenoe as to giving 
this connection to i.re Plotkins' refinery and I was just 
wondering, undoubtedly in the earlier history, this pipe- 
line was built for the operations of your co:ipany? 

Yes. 

And led directly into your refinery? 

The first line, yes. 

But there may be a situation developing where the pipeline 
now 1s something in the nature of a public service or a pub- 
lie utility subject to certain rate fixing powers and to that 
extent more control by the government or somebody and it 
occurs to me that, and I would like your views upon it, that 
the situation may be altered in this way tmt the pipeline 
must or should give exactly similar service to the Imperial 
Company on the one side and to any other company, the British 
American or the Lion kefinery or any other refinery that may 
be set up and it may be that, it may be up to us, I do not 
know, or it may have to be considered but if a rate, say 15g 
puts oil into the Imperial refinery, that that same, however 
1% 28 Split up, should put o11 into any other refinery, That 
may not be the view we will accept or it may not be considered 
as right, but EF wag just wondering whether dn Gonjunction 
with ir. iiecLeod anything has been thought of or whether you 
could look into it, as to whether an exactly Similar service 
could be given to this refinery as is etven to Imperial so 


that whatever rate was fixed would be considered the rate to 
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any refinery? 

There are certain considerations that I would like to have 
given thought to in that matter, sir, would be the tine 
element entering of making thet delivery. In other words 
I would like to make a reasonable delivery, a reasonably 
large delivery, say a week's supply or sonething like that 
in a given period. 

Yes? 

Possibly eight hours or sonething. ss Mr. Plotkins stated 
a minute ago if the connection was put there it would not be 
necessary to put a valve in. <A valve several miles away in 
Bast Calgary could be closed down to force the oil into his 


tank. ‘Jell that would mean a control there without any 


direct control from that point, this man would have the valve 
Glosed.- Now as tanks suddenly fill up or when they do fill 
up or in case of a line break or any accident at that point 
or in that refinery where it was desided to stop that flow, 
we would have a blocked line with pumps pumping at a 1000 
pounds pressure plus 8 or 900 feet hydro~static head sitting 
in that point. 

I would expect at once, ure Coultis, that whatever was done 
must be reasonable for the work? 

It must be carefully worked out. 

Carefully worked out? 


Yes. 


But I was wondering if it would be possitle for you to talk 
it over with Mr. McLeod and to suggest something that you say 
that you could do, that you thought would be reasonable and 
with whaatever conditions you think would be reasonable as 
part of thet suggestion, it .ight eliminate a fact that is 


obviously cacsing some trouble and might enable, without any 
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further consideration, the fixing of a rate for delivery 

from Turner Valley to any reasonable sized refinery that 

would be a customer of the pipeline? 

I will be very glad to Go that, sirs I will go over that 

with wir. sicLeod. 

Thank youse I would be glad if you would. 

And I will consider it as carefully-as I can. 

I am not giving any indication of any opinion. 

No I understand. | 

I see you are looking ut these things from a very reasonable 
point of view dat it might be that you can make some very 
helpful suggestion, if you talk it over with iir. iieLeod. 

iy only thought, sir, is in connections or changes made in the 
trunk line,we must make them in as safe a way as we possibly 
Gan to cur own company, to the man being served and to the 
public. 

That is what IT had in mind, and primarily it i8 a matter which 
you might consider and talk over with i:r. MicLeod and possibly 
you can make some suggestion that would climinate this par- 
ticular factor in the difference of service given to one company 
as compared to the other? 

You realize, sir, thet the connection referred to is very close 
to the South main line of the C. P. kK. Railway and it is, if 1 
may say so, it is very close, it would be either side of it and 
there is a considerable fall that way of any spills, if a con- 
nection was made East of us, the drainage would be back to 
this point in here, that is why I would like to be very careful 
of any connection in that locality. 

I assume that you would consider that but it seemed when ir. 


ii.cLeo@ was giving evidence, lMr- Goultis, that they were so close 
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together that possibly if you and iir. lieLeod gave it some 


further consideration that it ight be possible to make 


gome arrangement that would eliminate any suggestion that 


there is a different service given to one as against the 
other? 

I will be very glad to go into that. 

Thank you, mr. Goultis, I would be very pind if you would. 
MR. NOLAN: All right then, now bir. Chairman, 
that concludes that phase of iir- Coultis' evidence and that 
brings us to what we have been calling "The budget for 1939" 
being the capital expenditures estimated for that year) and 
Mayme oft ery! Siruhos.eanvexhibit and it will. be Exhibit) "264" 
on the record, the details of the Financial Capital Budget 
for the year 19397 

THE CHA Iwas: The Capital Budget. 

WRe NOLAN: Yes, and the reason for producing 
this evidence is that it came out in the evidence of iir. Hill, 
I think perhaps you wiil renember. sir, that it was proper 


toro. Companye toe places -- 


THE CHA Ika: §¢:85,000 or sonething. 

wR. NOLAN: G263,000. 

MR. FRAWLEY: hx. Hill was referring to $25,000. 
ins NOLAN: Yes, but iir. Hill also gave evidence 


in respect to this document to the extent that he had seen 
the anount which was placed at the foot of it, but he did not 
go into any details in connection with it. Now it has been 
suggested, sir, that perhaps we can deal with this ina 
general way and not in the examination in chief go into all 


the details of each of these items. 


(BUDGET PRODUCED Huh 
MARKED AS EXHIBIT "134"). 
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Q tne NOLAN: Have you a copy before you, lur. 
Coult is? 

4 I have, sir. 

Q This budget has been approved for the year L959. bre (CouLt £s? 

4 Yes. 

Q Lt is prepared by you? 

A Yes. 

Q And these items contained in it and the amounts set opposite 
each item are your items and your figures? 

4 Yes. 


Q Now I observe you have divided this under the heading of 
"Pipeline Division", into "Oil Gathering and Lateral Lines", 
that is one big heading? 

4 Yes. 

Q "Pankage", is another heading; "Pumping Zquipment", another 
heading; "Automotive equipment",another heading; and "General", 
another heading, and "Contingency" to provide for expenditures 
unforeseen at this time. Now directing your attention to the 
first of these headings, the oil guthering and lateral lines, 
what are all those items here under this heading, lire Coultis? 

A The first item is for the extension of one of the pipelines 
in the South end of the field from Southwest Pete No. 1 Nortix 
ward to Lowery Pete No. l. 

Q When you say your lateral lines, you mean lines that are part 

of the guthering system? 

Yese 


And the first item is an extension to Lowery Pete? 


Yese 


& & 5 & 


And you have opposite that the sum of 494007 


Yes. 
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Q How are those figures arrived at? 


A They are estimates prepared by my engineer in the field. 


(Go to No. 3566) 
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Coultis. 


You mean it will eost that? 

Yes. 

To lay that particular extension? 

Yes, to complete the job. 

Then the second is a two inch lateral from tbe British 
Colonial well No. 1 to tie to ‘Jest Turner lateral, 
1800 feet of two-inch pipe, and that also you have 
made on the figures prepared by the engineers in the 
field, that they plece on that item? 

All of thess are estimates. 

And are these necessary connections or are they connections 
that may yet become necessary: 

Yes, that might become necessary, I believe this year. 
‘hat does this mean in the third item. MTwo-inch 
lateral from P. & H.7 

P. & Hs. Alco well. That is another well that is 

(6 ar Bll ih For 

That is the name of the well? 

Yes. 

TO UC Ve Tro. Sou Turner Lateral’ 

Yes. 

THis CHATRMGT s It is put forward on 
the assumption it will get oil’ 

Yes sir. 

Which you will need to gather’ 

Yes sir. 

rR. MOLAN: And that you will have 
to connect up both by an extension of line and by 
lateral to these wells mentioned, under first 
main heading of oil gathering and leteral lims* 


That is right. 
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Coultis. 


TH: CHalaiaiv: How many are in that 
class, all of these? The: ful wove ou. DU : 

iatel OLALs Yes, the whole 97,000.00. 
Yes, with one exception, there is a heeter at the 
DOUCoue on Pose Orvuxnbit 'lS4" ena thet aS" mon 
Poovly ne peetnering Line or a ls teralse It will go in 

a getnering line, in a lateral gathering line. 

Cry (OEE) Roan ies Put in the line ane 

it keeps the oil warm in that line: 

Y@s, your Lordship. The point is that woe expected when this 
budget was made out, and still do, Of. possibly 
extending that 4 inch lateral line beyond the Highvcod 
River and from thet point we did not believe and do 

not believe yet that we could punp oil from that 

point streigsht through to the head of the trunk 

line without additionally heating the oil to keep 

it. from congealing. 

Pay 4B $ It is a necessiry part 

of the apparatus that may be required? 

Yes. 

Now on the next page, the thira item from the botton, 
it says three-inch laterals to probable nev independent 
locations. That is very generel. ‘hat does that mean 
It is necessary to put it generelly, sir. 

Why? 

“hen this budget vas made out. 

nen ves it wade out? 

in September of last year. 

Yes? It was necessary to what? 


To make provisions for wells thet would possbly be 
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S. G Orcultis. eegey 
drilled or under the process of being drilled that 
would be completed this year, and which ve were 
unable to make any measurements or have eny definite 

information at that time for operations that might go 
on throughout the whole of the year 1939. 

@) so something had to be put in in the estimates to 
provide for that contingency if it arises? 

4 Yes. 

a) And it totals under the first head some 97,800.00. 
In your opinion, is thet a proper figure to include 
in these estimates! 

A After very carefully working thet over with my field 
man, as we do every ye&r, in preparing the budget, 
that is the final figurc arrived at. 


Mie COMISSIOMaR LIPSolTs Thé ~249;000.00 in ths 


sme) 


last item, that is in the same category as the 


$9, 900.007 

A) Mi. WOuANS There is an item of 
three-inch leterels and this is a four-~inch lateral 
to new independent locations? 

A Yes. That is the same. 

q. These tanks, is it your opinion tnese téenks may become 
necessary this year’ 

A Lt iss 


gD 


And the figure set opposits each of these items 
is your best judgment as to the cost’ 


A The cost of the tenk installed, ready for operetion. 


xD 


Based on catalogue prices and thet sort of thing’ 
A Bnd on our past experience in building similer 
tanks. 


q That totals 48,900.00. Now there are two iteus of 
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S. G. Goultis. re 
pumping eguipment. 

Q. Tha CHAIRMAN: Before you leave that, 
Mc. Nolan. Is it that your present tankage is worn 
out or do you need additional tanka;et 

& “@ need two items of additional tankage in the field. 
We may need it, Sir. 

Sy Yes? 

A The fourth item, the 10,0U0 barrel pressure storage 
tenk is a dititerén, item. 

Q ~OuU-do need, Lt: 

4 That is for high pressure or high vapour tension 

products. 

Q Pee NOLS? @ have not heard 


much about that. Describe that and tell us what 
na rulgan ifs Big 

A That is a tenk proposed to be instelled at the Calgary 
terminal for receiving light products, such as products 
from the absorption plant, absorpticn gasoline. 

ay Yes? 

b And there is no tank at the Calgary terminal to teke 
Care Of that situations 

Q Does this item depend on new development or is this 
a@ necessary expense? 

A That will probably be made necessary from the fact 
that we may be transporting absorption gasoline for 
different companies, and it will be necessary to 
etors thet and distribute, from thet poant. 

ce Then un.er the next heading of pumping equipment, 

I see that there is Number 4 pumping station to be 
located South of the Highwood River. That is the 


first item. 520,000.00. There is no pumping stetion 
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£0 


which we know, now? 

NOe 

And it is thought it may be necessary to construct 
one? 

From the appearance of the development in that section 
it will be necessary in all probability to construct 
one in that locality similer to the Yumber 2 and 
Mumber 3 field stations. 

tie artnere bse Jarpee,, eo very large item for field 
pumping equipment to be instelled as required, 
dependent on -development. How is that item arrived 
at? 

nad tem ms. errived at trom the fact thet it is 
becoming necessary to put in power pumpihg units, 
power pumping units driven by individual power units 
Such as gas engines. Gas of sufficient pressure 

i crude oil wells is not sufficient to operate the 
steam lucps in many Localities. ‘ge have been aucing 
and purchasing this type of equipment throughout 
the past year. 

Is that run by ges? 

A gasoline engine, or operating on naturel gas. 
Operating on natural ges. However, it is aS you say 
aependent on the development in the field’ 

vell it is, sir, and that does not cover very many 
units. That would be equivelent to approximetely 

I3 of the smaller units, or 2 of the larger units, 
and approximetely 8 small units, such as we mMve 
operating at the present time. | 

Then I see under the head automotive equipment, 


you have Repleesments ,5100.00, and Tew Units »,73d00.00. 
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yc. Coultis. seis 
That does depend again, does it, on the new develop- 
ments, or is that a necessary expense’ 

4A that will be a nece:sary expense. There is possibly 
one item only that is dependent on future develop- 
ments, which would be the Chevrolet coupe, for an 
additional gauger. 


Then under the heading of General, there are verious 


e 


items. Installetion of racks in warehouse yard, 


600-006 You need racks do you’ 


A Yese 
Q Vile OAs TReAlys Vinich warehouse yard is 


that? Down at the Imperisl plant? 


4 That is the Pipe Line Division warehouse yard. 
0 ieee OLels here is that‘ 

4 Located in ‘tection 6. 

Oh wnerews Ini forner, Velley or Calsery: 


b In Turner Valley, yes. 


C, At the tank farm? 
& Yes. 
Q Then 1% says “.rection of One-46 stall garage for 


Gaterpillar Tractor and Portable ‘elding :achine." 
th eS oie reeso, Cor that: 

4 “@ have no plece at the present time to store our 
ditcher, end thet is outside this winter. There is 


no place tor, it. 


a And you want &@ gerage® 
A 'e@ want to put it in inside so that it can be worked 


on during the winter. wvuring the winter it is mcesaery 
to entirely overhatl it, and to protect it from the 
weather.’ 


9. Then you say Purchase of Small Tools and uquipment, 


ae vat. peers seo «tse e 
, , So eT iat eee \edendnen cy a 
7 meh sal Lenaanit apne | 7 


68 “ht | ipa: to. eee mo OF 
Pe AMON AY ows Jered Rass ‘he i a Mg 


Sea edo Saas Aw abr de Fos 7 a 
ve Aha .y re tie Oe TLS! Sd ay VS Ca = eee. m 


; 7 Nate ayy ok - Lt ’ 6 ‘700 
/ ; Me ye! (ag ‘f oe ieee’ 

wR TURN EAR SKULL BE: IY ele Ae enh ‘oat att i 
qf I a o. e Cen ae a [eer . , = Pu - 


ce bid 
y i ewe Lf Dy 


s ' r ' F nh Se = 
yer Ae ef oer ely , { pete : 
‘ ae ae amy : me. Tie 


~ "4 « Rides Pa 
r at ee fate id ’ Rese. Noe th ee von 
as VAS Bs Peto eas Dy ol te = 


be | é y Ss of 
at Ae 7 A ‘ . “> o i 
‘ Te} . ae i . ve 


es, , Sete ger, wgbisad cube 
ae ek anetk .uétabhe arad eb saenoonk Smite. ‘BRS vest 
7 
(A Be att “a2. 
i oo 
he JS IeRR Qe Obtebtubteds . tee anata 
TL wignbhtatin. saree . peed one ambiet Petes 


ai.) Martie oterttin it gy 7.7 an Ati oat fs corals: we 
- 
Higeey iH Dae oom ae “ 
iL Soe ei Ae coe pre Ee Sie-aws) is 


ba 
: es oe oh 5 = 4 
1 4 


uUssuetonul 1 f aes ee. Pemitwe pace oa me 


5-2) 


oo > 


A 


G2 


~3572- 
Goultis. 
3a,600.00- Is that a usual expense from year to 
year‘ 


That is based on your Sa RTE in past vears? 

It 18. 

Purchases of portable compressor for testing Lines) 
and for supplying air to air tools throughout the 
field. “hat does that mean? 

“@ have a very small compressor there that is not 
Suitable for testing lines, and not large enough to 
AIPLVSrair TOOLS; in the past. 

Yess ‘hat does driving air tools mean? 

Air hammers, chippers for working on the tenks and 
Not Only eat the station, but to use tools in places 
where 1% 1s dan,erous to use electric driven tools. 
The next item I see here is Purchase cf 1 Sir Motor 
for Driving Air Tools throughout the Field. That 
is the same sort of thing is it not? 

fGen lap weie Pom driving’ air tools’. 

Throughout the field. :300.00% 

Yes. 

Is that an expense which you are bound to incur or is 


that contingent? 


The first Atem on the fourth page, Replacement and 
Purchase of :ngineering and D.afting squipment, 

‘po O00. 00% 

as. 

het ts aoiat, Lh a vrord: 

The generél equipment used by the engineers for surveying, 


field work, end: all of the different instrunents and 
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equipment that they may require throughout a period 

Gon? es rionthss 

The next item is purchase of 6 Forboro Recording 
Pressure Gauges, and instellation on Kumb:r 2 and 3 
trunk lines. - What is that‘ 

Those are pressure ,auges to be installed that record 
@ constéeént record of the temperatures. 

Jap ouns, meen (shane? 

And the pressures on the main lins at different points. 
They do not record the tempereture, they record the 
pressures? 

Yos. 

In the main trunk line’ 

Yes. 

You have three for each line, is that the intention‘ 
Two for each line. there are three lines. 6 are asked 
LGx. 

iteeavs oLirete lation on Number 2 and-s° Trunk. Lines? 
That is right sir. ‘.e have the umber 1 line téeken 
Garevor. There will be three on each one. 

Is this a necessary expenditure? 

“-@ll we consider it necessary to safeguard and improve 
the ope:étions. 

The next item is Extension of -arehouse Building to 
provide additional space for stock of repair parts, 
reconditioned eguipment and nev. sige esas. PS at 
deemed necessary to extend the \arehouse building’ 

We find, sir, at the present time it 1s too ‘small. 

It is cramped. *e-are using it for a welding shop, 

a store house for supply perts, and second nand 


material. The second hand material naturelly vill 
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So Gs. GCoultiss 
ineree se. 
2 So it is necessary to extend the warehouse building’ 
5 IG 28's 
. “hat is this next item, office furniture and equipment 


for Calvery and Turner Valley offices as rsquired. 
eld 00.00% 

b Thac ts oot an to take cars of any 6xpahsion or 
additional work rcquired, that vill require equipment 


th:ioughout the entire year. 
CH 


Q 


that may or may not be spent? 

A That may or way not all be spent. 

QQ The next is Changes at the Calgary end of the Turner 
Valley-Calgary Trunk Delivery Linss which may become 
necessary through changes in the handling of oil to 
qirrerent refineries. 6000.00. 

A That is just in case it becomes necessary throughout 
the year to make connections or alteretions to these 
Lanes vo TOUTS Cll to the refineriss. 

Q And is asain dependent on whether the necessity arises 
or not? 

4h Yes. 

C THe “Perse ter 2s Bddcition té Orfice Buide@ing 2b. Turner 
Valley to accomodate inerease in Accounting staff 
ene Wdartion to Vault... The buiiding in the. ofires 
group now being used as residence might be utilized 
in Lieu of this addition with @ ney mohéy outlay of 
ges 2 WU GU s het is the position of the office 
building down there’ 

b At the present time we have no vault in our office 

and it is necessary to instel such a thing. And if 


it is found necessary throughout the year or any tine 
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5.G.Coultis» 
in the year to increase the office spice, it may bea 
possible to take a bungalow close to our present 
office, using the same for additional office space. 


Tne wbuliding we ere now using is full. 


Q If it does become necessary, that is contingent agein’ 
ee Yes. 
G It would involve an outlay of ,1900.00, and then there 


is a contingency item here, to provide for expenditures 
unforeseen at this time. ‘hy is that put in? 

Bb That is put in to meet any conditions that may arise, 
that we did not foresee at the time of preparing this 
budgst, which was prepared in September ahd presented 
for approval many months ahead. 

& In your opinion, this is a proper estimate of the 
necessary and contingent expenses which will be 
incurred by the Pipe Line Division in the year 19.9% 

A Lope iIieve. eh 1S jo Sir. 


Do you know: what it was 
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for 19487 sxactly the same? 


A 1 OO “NOG; Sirs 

Q, For necessarv contingent expenses and on capital account? 
z) 1 2OULd £ets + .«.s 

q EI suppose you have your budget for thet year have you? 


A We have, yes. 
Q And you will produce the 192 one? 
L Yes sir. 


Very good. 
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EON ir. Coultis, this budget 
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looks forward to a pretty vigourous year in Turner 


Valley does it not* 


THe CHALRIIAN: axcuse me, itr. Frawley, 
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Coulson: 


You spent @ lot of money on your pipe Line in 1958? 

Yes sir. 

You are not expecting putting another pipe line down 

this year or next’ 

Wo sirs Theré is only one item in this budget of eny 

size that directly refers to your trunk lines, and 

that is the recording pressure gauges. 

Yes. "hat I vanted to get was a statement - or you 

might just produce the budget you have. If you had 

anything to do with the Pipe Line that would be 

over and above. [ was curious to know to that extent 

it was comparable with this year's statenent? 

It would be very much higher. 

For what-reason,, do you Know, because of the pipe line 

installation’ 

Yes, due to the installation of the main line and to 

a very large extension in the gathering system,. for 
and tenks and new pumping stations. 

Do you remember what the total vas‘ 

Inno Det. (f can present that figure. 

bpd inf L927 @id you heve any expenditure on the pipe 

line* 

Yes sir. 

And that takes you back to 194. Ane in that year‘ 

Yese That vould be euro I believe, in those 

years the gathering system and pumping equipment: 

AULT PIB; es OF reVlLey. 

Des ee You would heve budzets, 

I meen broken down like this Pretty well, with the 


same classifications in 1948 and 19357: 
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Ge oe Coubtis. 
4 Yes. 
C As the Chairtan suggests? 
THE CHAIRIAN: And 19367 
Q Jette, Ree And 1936.) “«uld you 


mind bringing the 1926, 1937 and 1938 budgets, details 
of physical capital budget as it is called?’ 

A 1936? 

Q) LIGG were So? vand 1968 2. think will be sufficient. Now, 
as I said, Mr. Coultis, this looks forward a year of 
real activity in Turner Velley, does.it not? 

b Tes UTES) - Lindis prepared with a view to’ teking 
care of what possibly ieay develop throughout the year. 

a) Yes, and it hes been approved by the Board of virectors 
of the Royalite Company: 

A It has-been approved by lir. i cheod.. 

Q Are you authorized to go out and begin making any of 


these expenditures? Immediaetely*% 


A Yes. 

Q So it is fully authorized and approved‘? 

4 Yes. That is the finel budget. 

Q And you are the man that has to spend the money and as far &s 
You are vgoncerned you haves the authority 5° make these 
expendituves right nov’? 

& Yes 


C. Any of them? 
4 Yes. 
As I¢say;) iteis a good sized one,.is,it not, .205,000.00?- 
A It is fairly good sized budget. 
Q It means that in the opinion of your Company there is 
going to be a fairly good sized year in Turner Valley 
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on? 


Yes. Mr. Frawley, the items, several items in there, 
large items, do not cover a great deal of equipment. 
Such as ,40,uvC.00 for pumping units. 

No But those are expenditures made looking to a 
fairly heavy use of the pipe line systen? 

That is right. 

And it does not contemplate,to me at eny rete - or to 
a layman - it does not eontemplate in the opinion 

of your Company @ very much diminished through put? 
No, 1 would not say it does. 

It contempletes a pretty considerable increase in 

the through put? | 

It is necessary for me to be prepared should there be 
a large through put. 

Quite so, and in the good jud:ment of vour Vompany they 
look forward to an inereased,through put through the 
pipe Line? 

Beyond last year. 

Beyond last year? 

Vee ovo sO. sey this budget, 1s based.on Thawasist. 
ev leyo roed tnet if there 18.as much put tarougn 
the original development that is going an and figured 
later on a pro-r:.ted basis from many additional wells 
which will be necessary to aeliver the same volume of 


oil, ea grest deal of that expenditure would be accredited 


cs 


to thet. 
Then we have arising out of this budget a contemplation 
of the drilling of several nev wells? 


Oh yes. 


You sey this budget does not contemplate any appreciable 
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diminution of the through put from last year? 

zy Yo sir. Nor an inorease. 

2 It contemplates at least 6,0.0,000 odd that you put 
through last year, or 5% million‘ 

4 It is prepared with the idea of handling the field up 
to the capacity of the trunk lines, if they should be 
called upon to do So. 

Q And it contemplates the possibility that they may be 
called upon to do that? 

A Yes. 

There is nothing in the picture at the moment that 


indicates to you that that is not a reasonable expect- 


ation? 
L tot so early in the year. 
@} Nov, about these expenditures, do you expect them to 


be made soon or late, early or late in the year 19397 


A Spread out over the entire year. 
Q Pretty consistently spreed out: 
A Yes. 


O Are you going to build &@ Number 4 Pumping station now 
or after you see the oil* 

A Not at the present time, not till I see the oil. 

a Oo if you do not see the oil till late in the Summer, 
there’ is just a Little distortion there. You are going 
to have the rate, the value ina rate which this Board 
fixes for seven or cight months before the expenditure 
has. beer .ineurred? 

A &t the present time, ur. ’rawley, we are handling 
practically all the oil we ean handle from in the 


vicinity of the Highwood siver. 
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‘ith the present equipment, and there is considerable 
Griiving, and 1 believe contemplated drilling along 
the Highwood an@ south of the Highwood which will make 
this additional station necessary. 

Oh yes, I am agreeing with that. Iam just wondering 
whether there is going to be anything out cf balance 
there if you do not make the expenditure until later 
On in the year after you have got the benefit of this 
teu lor (oor 6 months? 

Tt is very nearly out of balance now. I had hoped to 
get through till better weather before making that 
instellation. 

This is just a budget for 1939. 4s a practical thing 
you cannot go beyond one full year period oan you: 

Oh no. 

So that it Would not be -'if we are projecting ourselves 
into the future as was mentioned yesterday, it is not 
® practical thing to project ourselves beyond the end 
Or cire veair 19097 

Lo sir. 

And any rate, therefore, that is fixed would have, in 
your views. then, would bs ons Which could contemplate 
the year 1939, but not beyond that’ 

“@11 I have not given very much thought to the length 
of the rate. I personally would not like to see it 
too cast.iron. 

Do you contemplate revision of the rate jyerhaps, 
Snnually? Or almost an annus. revision of them? 

I mean by thet a review of it, either incroagsing it 

or decreasing it, or letting it alone, but a raview 


of the rate about once a year’ 
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“Well, Mr. Frawley, I am not in a position to Sueanh 
what will happen with reference to retes. 

“ould that look to you as a sensible thing from a 
practical standpoint? You make your budget up every 
yeer, and you look forward to a year's operation about 
this time of the year. Iam merely suggesting tr you 
if that would not be a reasonable thing to have the 
rete reviewed every year in the light of the operztions 
of the year past anc the contemplated operations of 
the year to come?’ 

T think it. woula be possible, yes. 

You do not think we need concern ourselves either as 


to through put or expenditures now beyond the year 


No, I do not think it is absolutely necesssry. 
You provice for 11,1léy feet, of new three-inch lateral 
to independent locations. ‘hen you made that figure 
up how meny nev: locations did you have in mind? 

Maa iiervon, Pare. 23) 6,9.900..007 

That is approximately two miles of pipe. It could 
take care of from four to five wells, depending on 
where they are located. 

That only represents four or five wells. 

Yes, if they are not drilled in the centre of the proven 
area, it would probably mean half a mile of line to 
each well, as much as half a mile. They will vary. 

It is very difficult to estimate on footage. But lI 
feel confident that much three-inch line will be 
required. 


Let us understand it. These laterals ere transferred 
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S.,G. Goultis. 
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Q. 
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frewmsiviedi Go). well; 6% ss «s° 

After a vell is depleted or quits flowing, yes. 

You make an allowance in there. These laterals are 
useful to serve new wells after they have finished 
their job at the old well? 

Yes. But we have not reached that point yet in the 
crude wells. 

I wondered if that figure of 11,120 fest of this three- 
ineéh pipe, whether it is a figure resulting froma 
CerCule tion. of so many welis or whether it 18 just... 
THs GHA TIMA i: A&A horseback figure’ 

Litem Powe dyes 8 Yes, whether it is a 
horseback figure? 

itias we. best. - using your phrase - it is the best 
horseback figure we could use to meet that situation. 
Lei gy 4 Then you, Rave. 2ot, 


of course, the last item which is in the same category, 


(929,400.00 for probable nev. independent locations. 


19,900 feet. That is to service projected wells is 

it not? 

Yos Six. 

And that is a horseback figure too is it, or have you 
in mind a certein number of wells. I mean an 
estimated number of wells* 

ie estimate the number of wells and make the best 
estinate we ean of the footage that may be necessary 
to reach those wells. 

And how many did you estimate under that category? 


Six to eight wells. 


‘hat do you meen by independent locations. Is there 
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S. G. Coultis. 
anything particularly attached to that? 

A Wells drilled by other companies than Royalite. 

Q Where are your own, where are the Royalite services 
being provided? 

A The second item en that page, sir, is the two-inch 
lateral from separator battery to Legal Subdivision 
4 of Section 8-19-255. 

Q Yes, that is ~800.00. Is there not something compareble 
tec those items I have called your attention to, the 
9900-00 and the »29,400.00, haven't you got something 
comparable for the Royalite wells? 

4 The Royalite wells that we aa vine e at that time would 
be drilled largely in the proven acreage and close to 
our present gathering systen. 


Yes* 


& 


A Which would not require large extengions te the 
gathering system. 

Q I see. Now you know, of course, that Mr. Hill in 
his report of May 1938, estimated that the yearly 
expenditure over the next 10 years for oil gathering 
and lateral lines would be $50,000.00, and then in 
his December 1938 report he inereased that to 
3125,000,00. Do you know whether or not that estimate 
of Me. Hill's, only relating to the first item in 
your budget, namely oil gathering and lateral lines, 
totalling .97,800.09,. we want to understand the 
comparison of his figures with yours if we can? 

A I would assume that Mr. Hill took the operations 
of the entire system into consideration. 


Q "ell we had just better be fair to Mr. Hill, certainly. 
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7} Now, he, on page 16 of his ay renort, gxhapag ort, 
he deals with it under the heading "vrobable Jost 
of Building and Operating Extensions to Gathering System". 
dell, then he says "As the Turner Valley field Locreases*; 
page 16, ‘As the ‘Turner Valley field increases in area 
the di Vision will be required to lay gathering lines to 
the new welis and install pumping facilities «t such 
wells”, and then he estimates ,50,000.00 for that, he 
calls it a reasonable estimate of the sdditional costs, 
Dowie tor Construct lon and operation, Which the comnany 
Ce een ected To nave towmineur. in. the. fuguresto 
orovide conm ctions to additional wells and sweet the 
additional operating costs of handling them, and ZI think 
Heguces the .sane language in his December, 1938) mepons, 
when he gives a figure of $1285,000.00...... 
THs CHAIR:.aN: If it is made you had better 
LOOK LG arp. 
MR. FRad Lay : Yesi, NS Seys on page. iy iog 
the Dece.iber, 1938, report, mxhibit "96", "as the 
Turner Valiey field increases in area the division will 
be required to lay gathering lines to the new Wells and 
install pumping facilities at such wells. At present 
i? vedisvere being drilled im the, field; Then 
"Tn the opinion of the engineers the sum of pl25,000.00 
per year is a reasonable estimate on the average of the 
~additional cost both for construction and operation 
Wiich the comp ony can be expacted to heave to, incur 
in the future to crovide connections to additional wells 
and meet the additional onerating costs of handling them.” 
So he is talkizg, the two estimates are for the same 
thing, it does seem, from reading it. 


A i sn not So ‘sure. 
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You mean as between the fifty and the hundred and twenty- 
Pavey 

No, between this budget and his estimate, this is a definite 
estimate for one year. | | 

and it covers, you see, it is divided into oil gathering 
and lateral lines, tankage, pumping equipment, automotive 
equipment and general? 

TH: CHALR-LAN: And the witness makes the point 
that Lir. Hill is averaging it over a period of ten years. 
1, thank so. 

“ine BRA lay? Frankly, it occurred to me that 
Mes high, £ dO not want to check it all up, but ado 

not want to be accused of improperly interpreting his 
estimate, and it occurred to me he only was dealing with 
the $97,800.00, and that would throw it quite in line 
With you? 

Pde not think so, 2 think that Pevort oessibly covers 
several years, several following years. 

You mean averaging one with the other? 

Yes. 

and inelude all the items in your budget, axhibit "1354"? 
Weli, I just want to know, now... 

THe CHATRi:AN : Do you agree With that, Mr. 
Coultis, you did not answer? 

GR. FRawboY: Oh, I am sorry, i:r. Coultis. 
ineiudinge all of this budget? 

Yes, ineluding the items, including items of this 
character? 

I am not prepared to say how much he considered this 
budget. I know he was familiar with it. 


Oh, with this actual budget, =xhibit "154"? 
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Yes, I think he saw this budget. 

WORDLE R248 

TH. CHALRi: AN: Did you discuss it with him, 
did you discuss the budget? 

Yes, Hhevmenvioned it. 

LOUM Dein the one interested? 

Yes. 

MR ORRAWL AY : Did he discuss it with you after 
he had made uo his December report? 

i think so, sir, after he came back the second time 

With his report. 

Yes. 

MAJOR LEPSsTT: Doesnlt Meo Hill give: a evera 
period, Mr. Frawley, as the witness suggests? 

Re PR LisY : Yes, he does, and that may be 
the explanation. what he has done, this year he is up, 
the next down, and so on. I think I understand what 

inte Hal b sas: drones 

MR. FRAWLZY: Now, some of Khese items, itr. 
Coultis, are, have been treated in the past, as operating 
items; have they not, and will you tell me Whether they 
Wavesor mote for instance, 9n nage 3 under“the Heading of 
tAutomotive Saquipment"™ you want polO0.00 for replacement 
of automotive equipment? 

Yes, 

Tee) mete a fact chat that has Deen Nandle@ im the mast 
as a charge to operating costs? 

“ekl, all L. can say, 6ir, isithat it has been hecessary 
to put that in the budget in the past several years. 

Yes, there has besn an item of that kind every year? 


Yes. 
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Q Is that consistent with finding it as we do now, as I 
understand it as we do noW, ‘in the operating costs? 

A fell, the capital budget in the pest several years, 
it has been necessary to show your automotive equipment. 

-, Yes, the money has been sp:nt, the money hes been 
necessary and it has bcen spent but I am talking, perhaps, 
about whether it has been reflected in the books of 
account, we find the item, you see, replacements, the 
cost of onsrating the automotive dep :rtment as exnenses 
from year to year and charged up against the revenue in 
that year, and this occurs to us to be a deserture fron 
Pater Tl ciple. Now, it may not be ic fact. what ao you 
say about that? 

A Ce doomol Think 2t isa departure from Pu. oust 
would like not to pursue that too far. I would rather 
have the accounting man take care of that. 

a) ras Wn, eurns: gone over this budget with) you? 

He has gone over the budget, yes. 

He has approved of it,presumably, from that.standpoint 
of what is properly capital expenditure and what is 
prcperly operating expenditure? 


I believe so. 


bo 


There is another item of the same kind, 1 might just bring 


ye) 


to your attention, on page 3 under the heading of 
"General", the ‘*rurchase of Small Tools and .quipment, 
58600.00." I suggest to you that that hes been an 
operating. expense, a proper operating exrense made in 
the very year in which it was snent? 

A Mr. Frawley, that surchase of small tools and equipment, 
a great deal of that refers to soe cial equipment that 


would be used by the pipeline division. 
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You mean rather then replenishing your series of ordinery 
tools? 

The replacement of smell tools and equipment would be 
carried on through the large warehouse. 

Yes. Now, there are only one or two items of that kind, 
on page 4 there is an item of 1500.00 for office 
furniture and equipment for Calgary and Turner Valley as 
required; now, is that all strictly pipeline division? 
eas 

when you speak of Calgary, do you mean your own office? 
BA Roe 

Hour oWn personal office? 

Yes. 

And when you speak about the -ddition of an office building 
Suplugner Valley, or an addition to the off1ee,bualding 


at Turner Valley to accommodate increase in accounting 


<t 


Stanf and. -ddition to,vault, $1900.00, that is strictly 
Dipe Line, ol course? 

ees 

Now, let me understand what would happen, may 1 ask you 
what would hapcen if it should be that the whole 
263,000.00 were not expended, let us assume that the 
Commission accepts the 263,000.00 and makes provision 
in its rate fa the amortization of those capital 
expenditures in 1939, $263,000.00, and if it should 
transpire that you do not spend any more than say 
$150,000.00? 

It will remain in th=t budget until the end of the year. 
Yes, and then, it is suggested to me that it fslls into 
accumulated orofits? 

Mr. Frawley, I cannot answer that, I know this, that i 


cannot carry any of these items through into the next year. 
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You cannot use any unexpended portion of the money into 


the next year? 

NO’ 

Like a Government vote in that resvect, aparently? 

ves. 

Well, mw, this 920,000.00, which you are going to spend 
for a 10,000 barrel tank at the Calgary end, yes, on nage 
5, "One 10,000 barrel pressure storage tank at pipeline 
terminal, Calgary", $20,000.00, where is that to be 
built? 

tie Would pe built in the vicinity of the oresent 
terminal tank. 

On the Imperial Oil property? 

If there is room available. 

Otherwise, you would build it on your oWn property, some 
property which you Will acquire? 

mnere has mo site been picked for that tank at the 
present time. 

At the moment, at the moment, strictly speaking, you 
have no terminal, the Royalite O11 Comrany nipeline has 
no terminal, you simply run into the Imperial “11 
Refinery yards and you call that your terminal? 

The terminal is locsted in the lower yards of the refinery. 
we! have been talking about a proper terminal and so on, 
but in fairness to you this pipeline was built simply 

as an ap endage to the Juperial Cil refinery, to handle 
only that refinery's oil? 

The original line was built extending into the refinery 
yards to deliver oil to that one refinery. 

Yes, its need arose because of the refinery being there? 


Yes, the first line. 


and it is not unTeasonable, therefore, as originally 
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built and contempl ted, that you ran it right into the 
Imperial Oil's PeLinery; 
A ves 
G, But now you say tht you might build that outside the 
| yard on sane property of your ow if there was not room 
in Mr. ‘ioore's yard? 

A If we were forced to leave the yard thet would be the 
Logpmeal “eoneLusi on. 

Cy Dee GLa DRE AGN 3 snd what would that "cost, 
sun osing you had to replace all these tans and rrovide 
your sown, supposing you were a senarate nipeline ‘cOmnrany 
and you had to get your own tanks and everything else 
thet 42 pipeline company usually has, disassociating it 
entirely from the Imperial Oil, what capital expenditures 
would you have to make? 

A That would be a quick estimate, sir, possibly three to 
four hundred thousand dollars, providing how far these 
lines had to be swung, to be moved, and if it was 

necessary to set up a steam plant to take care of it, 
light and water. 


Q LR. HFRAWTLAY : Which you are now getting from 


tHe imperial? 


re Yes. 

Q And paying for it, I suppose? 

A Yes. 

< Well, now, you are going to build a tank, it is not 


feasible or ~ractical 9 rent this TO @housand barre. 
tank, the Imperial O11 refinery has not a tank of this 
kind that they could rent to you? 

A Not that I know of. 

Q So you contemplate puilding your own and paying for it 


over a period of years? 
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i om not sure h 


ow it would be aid for, 

Pou heave not coipared the C0St, theliet. cost of SUT ldiae 
your own tankage, of replacing, ~s the Chairman has 
brought to your attention, of replacing tic tankage which 
you are now renting at $55,000.00 a yesr from the Immrial 
Oil, you have not compared wht the cost would be of 
carrying the necessary expenditures? 

ft have not gone into that. 

Which you have stated to the Chairman as being somewhere 
around three or four hundred thousand dollars? 

No, I have not gone into that. 

weil, now, about this tank, 1 would like to ask you 
something more about it, what did you say it was going 
tombe used Lor? 

Dawood pe wsed- for high vanor tension’ srodwets such 
aS absorption gasoline, or if it was found mcessary to 
Store any other white product of a high vapor tension, 
Such as water white or clear naphtha, should it be 
developed. 

That is,the Royalite itself would need to store those? 
In all probability. 

Beh OW oa go) <4 

If it was for more than one customer. 

at the moment you hzve only one customer for those goods? 
at the present time I believe it is all hardled at the 

one refinery. 

dell, now, let me understand, you certainly transport 

for the Imperial Oil its own absorption Proaucts’T 

Yes. 


And you also transport for the British American its own 


plant products? 
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Which they make in the Valley? 

Yés, 

And that is not stored by you at all at the moment? 

NOt at the moment, no, sir. 

You deliver that ts the Imperial til tanks? 

Less 

aid you do not even, you have not even got storage 
facilities for taking care of that vroduct? 

Moo. Slat. 

Let us understand that, the storage you pay 35,000.00 a 
Year Lore oss 

bs crude. oil onby. 

Hs) crude: o1l only, sO you do not hold yourselves out to-day 
Por storing any of this other absorption. product 7 
Neteatv eli. 

At the ‘nome nt that @o0es to the Imperial 0117 

Yés. 

And is héld either on its oWn account or on the account 
Of Che Bs Be? 

Yes, 

Mow, you contemplate that there may be a change in that 
»rogramme? 

Very possibly will be. 

Beeause if there is no change in the -rogramme ,there 
would not need to be any change in the storage arrangements? 
NO. 

So you contemplate the Royalite O11 Company as such may 
have to hold, transport and hold for other companies this 
absorption product ? 

It is possible. 


Such as the Mayland Company, or some company like that? 
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any company that may wish to have their product trans- 
ported. 

Yes, and this will be the first time that you have ever, 
as @ carrier, undertaken to store for people? 

Stare that type of products.’ 

Ur any products, oh, yes; well, you have been storing for 
Weewiipertal OLl, that 1s right: frankly iis disticyrt 
PO understand that, Well, now... ; 

THE CHATRMMAN : You started storing when you 
started paying rent for tanks? 

Yes, 

Prior to that those who had oil to store did it themselves 
at their own expense? 

Los-, 

OR. FRAVLEY: You have $25,000.00 there to 
come and go on,have you not? 

Yess 

That is looking forward to development, drilling 
development and production of oil in the Turner Valley? 
That is put sii there to take care of the unforeseen 
things which we hope 925,000.00 may cover. 

But the expenditure of Which would be largely the result 
of even more success in the exploration for oil in the 
Turner Valiey than the ordinary budget contemplates? 

Tt Se well taken up with outlying wildeats, 

new wells developed in a territory some distance from 
our present gathering system. 

Like that Calling Valley and New Valley? 

tes), possibly. 

Mir. Molan won dere why I bring that up, but it eould serve, 


as I understand it, it is not unreasonable to exnect your 


nipeline system to serve that Calling Valley and New Valley? 
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eaeoue 


iv Ts nov impossible, sir, 


Ta CHATREAT : 


and I sup: ose discoveries 


quive as unlikely h=ve come ts pass in that Valley, 


seemingly unlikely at one time? 


Yes. 
mR. FRAw Ly : 


SR. NOLAN: 


That is all I have to ask. 


Une question erising out of 


tir. Frawley's examination, he spoke of the light ind 


the heating of this terminal storsge tank in uast 


Calgary, wir. Coultis? 


Yes. 


And Mr. Frawley said that you were getting that light and 


that heat from the Imperial O41 and vaying for it? 


Yes. 


Kell, how do we pay 


for it as a Royalite Company? 


Peuiimicnipos tmeluded in; the rentel we ere charged on 


those tanks. 


ue, Gre ae 


Vice Soe ee 


Does the Rovilite wake uc 4 


budge ¥ each year, do you know? 


Yes. 


The cOmpany as a whole? 


Yes. 


And you would have each desartment in that company making 


a budget? 


There is a budget made to cover each department or 


activity. 


Yes, we have heard much of your using things that belong 


to the Royalite Oil 
associated with the 


of indirect assets, 


Company, or of departments not 
pipeline department, your percentage 


ss they were called, or something, 
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G. Coultis. -3595— 
those tools that you are going to buy, for example, are 
they exclusively. for the pipeline? 
Some of them. 
Couldn't the Royalite use them, the departments other 
than the pipeline in the Royalite? 
They could, sir, but any of these tools will be kept in 
the pipeline division warehouse or distributed among the 
Crews, une (different crews, of the oipeline division. 
THe CHATRMAN : There is @ sheet; try Frawkey, 


showing the percentage of assets and so on? 

wR. FRAWLEY: Vos. 

TH: CHAT Rian : LP this LPecall Seo simple every 
year, why are we guessing at it? They make up a budget 
and they know what they spend for pipelines. Apvarently 
Quite clean-cut, at the beginning of each year they 
budget and at the end of each year Mr. Coultis knows 
exactly what he spent and he cannot carry i+ over to 

the next year, and yet when we are dealing with percentages, 
when we cae to the statement of assets of this character, 
why are we, I am not asking you, Mr. Coultis, I know you 
are not supposed t9 know or you would not know why. 

-R FRAWLEY: I am told, in answering your 


question, ir. Chairman, we had better deal with it in 


evidence. 
TH: CH IRMA‘: Mp. Coultis can-ot. 
eR. FR OWLEY : ‘No, he cannot. Mr. Byrns is 


about the next up. 

THE CHAIRMAN: Very good. No doubt there is 
some explanation of it. 

MR. FRAWLEY: Ls thawed pom for ve. Couitis, 


thet a6 all for Mr. CouLtis. 


THE CHAERIMAN : I want, to ask ip. Coultie, if 


C2 
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As rhe Munro. 
it may; Mr. Coultis, would it be much trouble for 
you to take off, Without taking the time to go through 
this item by item, just to take off for our benefit 


those items whioh you hope to spend because develooment 


Will justify it and those items which you must spend? 


A Yes, 10 can be done, 
q Quite 509. 
A 12O Sins t cee 
TH. CHATRMAnN: Well, I daresay counsel would 


like to get on with something else, and we might call 
vou back at your Leisure. 


Piso dtreey i LG Yt T Wikl cakl “ee waares. 


JOHN LUSLIZ SUNRO, having been first duly 


i acta lad 5 enone eae tye aoe 


sworn, examined by i:r. Frawley, said: 

*) ioe uno svou ape the son of Mr. Jolin Ra snr oF 

A yes. 
And: lie, John R. liunro operates a refinery xnown as the 
Monarch refindry quite close to the City of Calgary? 
Yes. 
How far out and in which direction? 


About two miles east from the City limits on the Strathmore 


highway. 

3 And how far is that refinery from the Imperial Oil 
refinery in hast Calgary? 

A Aercss country? 

Q Hell, by the most, sel] me in tire different weyay vy 


railway, if there is aecess by railway, and also by 


highway. 


THs CHalRan : and as it is suggested, as the 


crow flies, as a pipeline would go. 


eye 


ls 


Q 


L. 


Munro. ~3597- 


iiR. FRawL Loy: Yes, just give us an idea 

of what the distance would be practically three ways, 

one if there was a pipeline built straight across country? 
Well, it is. rather hard to say, I have not looked into 
that Pau, “atau LS’ So far’ as the pipeline from the 
Imperial over there, but I imagine it would be somewhere 
around two miles. 

And what is it by highway which the trucks can use? 

The gravelled ro2d, thet is an all-weather road. 

An all-weather road? 

i imagine about five. 

About five miles? 

Yess 

how No unere any Other way off any Other Sort Gia road, 
you speak about an all-weather gravelied road, is there 
any other road between them? 

nNere, Guere 1S a very poor graded road running from the 
Imperial refinery that one covld wiggle around and get 
Over sable plant, but you cannot rely on that. kind of 
road when there is much snow on the ground or any rain 

ai conki. 

We will eliminate that then. If you had a tank of crude 
at the Imperial Oil refinery and you wanted to get it to 
your refinery, you would go.......- 

“ell, if it was dry weather with the mud road, where we 
didn't have to consider the mid or snow, we would have to 
come in from the Imperial refinery to the overhead bridge 
at the stockyards and then over to Ninth Avenue and then 
up to the Hehe Bridge and then on the highway right 
on up there. 


How many miles? 
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ApoUL Tivs miles; J think; 

Now, if you had t consider, if you wanted to gO every 
day and in all kinds of Weather, how many miles woulda you 
have to travel? 

Hell, that would depend on how many trips were made, you 
Mean bY you had tO... 5. 

TH CHAI RAN: Supposing it was very muddy 
and you could not use bad roads, and you had to travel 

on good roads, how many miles would you have to travel 

in your trip fron the imperial refinery to yours? 

About five miles. 

MR. FRAW OEY : About five miles on the good 
highway? 

Yes, so far as the Imperial to the Stockyards bridge 

is rou, Sonsidered a very g090d road, but 40 1s an alt- 
weather road. 

#rom the Imperial refinery to your refinery, using a road 
that you can absolutely depend upon three hundred and 
sixty-five days of the year, how many miles? 

About five miles. 

Five miles, all right. Now, there are no bad roads in 
WEES A sab Ls. 6 ass. 

THE CHAIRMAN : And if it is lovely weather 
and you can take roads that give you a short-cut, how far? 
T am not sure how far that would be because I have never 
went, but I would say roughly, you would cut off about 
two miles, I think. 

UR. pe Now, then, by railway, there is 
a siding near your plant? 


Yes. 


And do you know, is there any switching in connection with 


it to get avcar of crude from the Impérial to your refinery? 
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unr oO. ~3599- 
Yes, we have trackage there that we can use for unloading 
tank cars or loading cars. 
Cee ae OF ls PS Ree 
Sree sa 
Hoe tne tiverial refinery sot Cc. Ny Rk. tre ckage? 
ae 
Do you know what the distance is in miles, if that matters? 
Voy 2 Drecticslly runs straight; that isi after they 
Would switch over from the Imperial yard they could run 
straight north as @ crow flies to our plant. 
So it. Would be about a couple of miles? 
LOE Rip SOs | 
Now, then, that is the lay-out of your plant. Now, did 
you operate that plant in 1933? 
Yes. 
And what kind of crude did you use? 
We ran Turmer Valley crude. 
And from what, what Turner Valley crude? 
Well, we got our crude from Becker. 
Do you know where it csme from, do you know from what well 
he has been getting crude? 
I think he onerates some of his own wells and he has been 


buying crude besides. 


You do not know out of what well the crude came that you 


used tr your plant out there? 

I think it came fron more than one well. 

Do you know the name of the well? 

et, i am not sure of the name of Becker's well. 
Becker would have to tell us that? 

resis 

I understood you to say it came from the National No. 1, 


Mr. ‘Munro? 


Well, I think there 1S some of it undoubtedly comes from 


u 
: 


\‘e fet sas ~<a 


.. « 
oY, a . 
) . F 
| 2 
e 4: ! 
ae Meni s ei ase vor: emo 2h Lee ae eee 


Bes .-, 


02 
1? 


A a 


dN 


> O Pf 


L. stunro, -3600~ 


the National No. 1 well, 

All right, did you buy any crude in 1938 fron any other 
person except Becker? 

We bought some from the Moose Dome Oil Coupany. 

Did you buy any from the N:.tional No. 1 yourself? 

No, (Sir. 
Notsany ay all? 

Uh, -@ wight have bought 5060 b rrels from National 1, the 
first. 500 barrels, I am not sure whether that came from 
the National, I think that was fron the National 1 
prodquchs, but 1 am ‘not sure. 

that Was trucked up from the well to your plant? 

Yes. 

and What you boughs from Becker, how did you get it to your 
plant? 

It was trucked from there up. 

About how many miles, do you know? 

No, I do not know. 

Do you know what it would cost to you? 

Wes, ebout 27¢ a barrel. 

And you paid Becker the field price, did your 

Year 

The nosted, the Imperial Oil's posted field price for 
that gravity you paid Becker? 

es, 

snd you yourseif assuned the expense of about 27¢ on 
trucking it in? 

Yeu, 

any deduction of any kind fron the field porice or any 


addition to the field price? 


No, it was just the field price we paid straight through. 
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And you locked after your own trucks? 


fon 


A Yes. 


@ Now, did you make any effort at all to purchase crude 
| from the Imperial O11 in East Calgary? 
A Yes, 
foe, «nat did you. do? 
A Well, we, at the time the conservation was sitting, they 
| figured on, it looked as though we were going not to be 
| able to get our supply of crude which we would need and 
we got in touch With the, first the Royalite Oil Company 
and they. referred us to the Imperial O11 Company , and 
we 'phoned them and they, we 'phoned them two or three 
ywames, out we couldn't get a hold of Mr. Moore and 
finally they asked us what it wes we wanted and we told 
them that we wanted to know if we could buy erude from 
Soem,erther in Turner Valley or the Imperial refinery, 
Ano nauk at rron there over to our plant. 

Q By tank truck? 

A Yes. 

Q And what did they say? 

A And they said they would ‘phone us back on that; well, it 
went. on for a few days and they 'phoned back and said 
that they could not, they did not want to load tank trucks, 


that they had spoken to Mr. Moore about it. 


& Now, you say that you also have been using same Moose 
Dome crude? 
Yes. 
TH: CHATRMAN: When was that conversation 
with the Imperial man? 

A well, I am not sure of the exact date, sir, but it Was, 


within a few weeks of the exact date, but it was about 


when this Conservation Bovrd was sitting, thet is;...... 


in. FR WLEY : Do you know what month? 
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I believe the Conservation had come ixto effect at that 


time. 


Now, wait until we can get it down, it was in the year 
1958? | 

YES; 

In the spring or summer? 

in the; fall, 

Last year? 

Yess 

Pn ike Taik of 1958? 

Yes. 

Last fall? 

OS: 4 

The month you do not know, September, October or November, 
have you any way of fixing that, if you went to your 
office, so that you could be a little more exact about it? 
NOpuorhy we; si can fix it, that is, it would just be 


the time, snd that would be at the time the Conservation 


Board set the rate of flow from each of the wells, I 


thas that, Was about..>.. 
That was the 2nd of September last? 


About that, I think, somewhere about there. 


(Page 3603 follows.) 
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Now then I just want you to tell the Commission what 
you aré doing with Moose Dome crude, how are you getting 
that’ 

“e are hauling > bY tenk truck. 

‘here is the iloose Dome well’ 

It ic ‘vest of Calgary here, out near Brags Greek. 

About how many miles‘ 

1am not sure of the mileage. “e hire all our trucking. 
IoReve never been out to that well so I would not 

say just. exactly. —«6 have not hauled a good deal 

from that. 

Vnat does it cost you to haul per barrel’ 

tT beLttiave 1% is 40 ecnts from that well.” ft am no, just 
Sure. on the exact figure on that. 

“ny do you go to the expense of bringing in erude which 
costes you 40 cents to haul? 

Yell it is supposed to have a hittle more gasoline in 
it than the Turner Velley crude thet we have run. 

Mas its "You say it is ‘supposed “to have. You. Mare 

run them both’ 

Yes, it has a little more gasoline. 

Snough to make up the difference between «7? cents 

and 40 cents a barrel? 

As fer as the gasoline, it hes more gasoline, but not 
as much fuel oil as the Turner Valley. It has more 
gasoline or diesel fuel. 

& particulor market. If you had any chance to get 
either of these crudes which would you use*% 

I do not think we will use very much more Moose Dome 


crude. I think we will arrange to teke Turner Valley 


crude if we can get enough of it. 
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That comes to 1959. ‘hat is your program for 1939 

@s to the kind of erude you are going to try tn get‘ 
That depends on whet: is available. 

It depends on what is available? 

Yes sir. 

Ves POSTOSLOr 22 bLRSeTr: Before you pass from 
thay; iS there any difference betveen tha Moose Dome 
field price and the Turner Valley field price :.hich 
might absorb part of that difference? 

Mepis eLSyY Is there a posted field 


price at Moose Domet 


Ry) 


NOMsinj;y2 Gdovnotetaink there .is. Thers: ish justeone 
well and they set th: price what they expect to get 
out of it. 

You make a private contrect with those people and you 
pay what cer berrel, or you have been paying what per 
barrel’ 

I am not sure of that, wr. Frawley. I can get that 
information. IT would have to get in touch with the 
offies first. 

Do you know what the A.’.2. gravity is? 

It is supposed to be about 48. It runs betveen 47 and 


48 gravity. 


Do you have any difficulty with the sulphur content 


of that* 

Yes, there is more sulphur in that than there is in 
the Turner Valley crude. 

You will get us that price after lunch? 

Yes. 


This is just a sell movenent is it nots 


Yes. 
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s) Hew many barrels have you been using? 

A I beliove it is 1500 barrels we have got from then. 

@. Are you aware of anybody else taking Moose Dome 
erucde*t 

& I understand some Saskatchewan Refinery has taken 


some iioose Dome ecrude. 


Q Because of its higher gasoline content: 

Lb Yes, 1 presume that was the reason. 

Q. How about 1949% Havc you made any ieee at all 
to the Imperiegl or the Royalite of the British American 
or any other people? 

b Wo sir, we have not at present. .@ are in hopes that 
this Board will do something that will enable us to 
get crude. 

Q This Commission? 

A Yes. 

O. MR. NOLAN: Have you taken your problem 
to the Conservation Board‘ 

A No sir. 

Q Cannot you make a nomination for crude through that 
Board‘ 

4 I do not see hov we can. 

Q Have you tried’ 

A howgir's 


a Bi Tights. 
Pea renas Ao TACT « If you make a nomination 


TARRY © gna oy eae 
the Conservation Board is not engeged in the business 
of selling crude to you as far “S you know’ 


A fot. that .Liknow of. 


Q Or to provide stor:ge facilities or loading facilities 
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J. L. hunro. 
for you to take the crude away from anybody's refinery’? 
4 Wot that I know of. 
1 As wi. Lolan suggests you may - and I agree with him - 
I suggest to you you may nominate to the Board that 
you tant LOO barrels of crude HONG Ob. coOnOn 200. 
Pecuit, that-.). You @en do thats But I suppose you 


have to find so ebody who will sell you the crude 


though? 
A Yes. 
O. Yes, I would think so. 
Q ey Go Hoo lOieh Lila How are you Situation in 


connection with the pipe line?’ 

A There is no pipe line around, at least I Go not think 
there is any pipe line running Korth or dast of the 
Tmperial xefinery, ‘ve are sitting really Uorth-xast 
OF, ule wipesie | netinerys 

Q BEeTor as -you are concerned, if you. get. on the pipe 


bine it would have to be by a gathering Line, or the 


at, a delivery bine of some sort, 


Se 


converse of t 
A ff thoy were to run a pipe line direct to our plant 
it could be easily snough done, just the same as 
this pipe line runs over to the Lion and the Yell 
and the Regal Refineries. It could be run over to 
our plant just the same way as far as a trunk line 
or branch fro the main line, I believe it could run 
over there, if they want to. 
That would you sey igshet, two or three milos is it? 
As the erow flies* 
4 Yes; about tro miles as the crow flies. 


C [t would have to <0 into the Imperial «éfinery first, 
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Munroe. 
They could go around the Imperial Refinery. I believe 
they could go arounc the South side and up the sast 
side of the Imperial property with the main line if 
they did not want to go through the Imperial property. 
That is I am presuming that the pips line comes into 
the Imperial Refinery from the South and Jast, the 
nearest point to the Valley. I do not know whether 
it does or not. .I am just presuming that is where 
it would come. 
‘hat capacity heve vou got if you could get the crude 
oil: ‘shat is the capacity of your refinery? 
Our plant is built for S00 barrels a day, to handle 
500 barrels. 
“oul. you be eble to give the pipe line company that 
much business, 800 barrels a day’ 
HOw at present. You see we just finished our refinery 
last Spring, that is the construction of the refinery. 
What is it that you are suggesting to the Commission 
that is required in the interests of your refinery: 
“ell we would like to have erude available so that we 
could get our crude either by tank truck in the 
Valley or get it from the Royalite pipe line. TI do 
not see why the Royalite pipe line could not take - 
if there is supposed to be 1000 pounds pressure 
Glose to the Imperial Rofinery, where it comes into 
the Bow: Valley there, as was expressed yesterday, 
I do not see why a small station could not be put 
up there to supply independents with crude right there, 
if they do not vent to go into the Imperial property, 
without even putting in a pumping stetion, becaure 
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mere than it needs to load trucks: 

Q It seems to me it would be desirable that you give us 

exactly what you think should be done for you and what 
your submission is. “ihat is reguired in your case? 
In the first place down at the Valley does the Conser- 
vation Boarc, have they got any duty or authority to 
see that you get crude oil there? 

A I do not know what authority they have, but the wells, 
IT understend, are all pro~rated alike. That is what 
we understand is, one well is not allowed to produce 
900 barrels per day while the rest of the wells are 
Shut in to 100 barrels a day. ‘sell at the present 
tine or even - well practically all the winter the: 
allowable of, we will say, of the few independent wells - 
I understand there are one or tvo or maybe three,we 
figurod there was about three independent wells yiho 
Souler sold oie to whom they liked. 

G Yes? | 
And these three wells are pro-rated to such an extent 
that they will not be able to supply all the independent 
refineries in the Province. So I do not see how we 
can expect to get our crude. '\.e are not in a position 
where we can go to a well and contract for so much, so 
Many barrels a day because our sales - Whet we purchase 
depends on what we sell. ‘fe cannot just say our 
plant is capable of handling 500 barrels @ day and 
we ean take that mueh, because our sales have to be 
considered. Sometimes, at different times of the year, 

our sales are not going to be anywhere near 50U barrels, 

as at present. But i guess that is what has been done 


in the States end other oil fields that they have compelled 
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Munra. 

them to tie up to contracts which has caused many 
refineries to go broke, by loading the erude on them 
and they could not dispose of the finished product. 
You mear.the wells down in the Valley are so uch 
tied up that there is no chence for an independent 
ratinery like yours.to get a supply of crude, is 
that it? 

Not under the present pro-ration agt, that is: if 
these wells are going to be pro-rated the way they 
are, [ do not seée how an independent could get the 
erude from the independent wells that are not contracted 
tO the. iIimperiel or the british Anericen. 
But under present conditions there is such a control 
over wells in the Valley by the larger companies, 

that under the present conditions you cannot get crude. 
You are speaking for the independents? 
ve gould probably get crude at the present time. I do- 
hot know how much crude tnere is available in the 
Valley at the present time. But we are just the same 
as the rest of these refineries when iarch and April 
comes along naturelly we will be running probably at 
full capacity for a few weeks and during that fey 
weeks or a month we will be unable to get the crude, 
and the others will be in the same boat, 1 presume, 
unless they bring in crude from lontena or the Imperial 
gets big hearted and lets us in on some of theirs. 
In your present position you cannot get erude from 
the Royalite or the Imperial for your tank trucks? 
At that time we did not suggest loading it to tank 
short heul Like that the freight from 


ears because a 


the Imperial Refinery over to our station would run 
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Munroe 


the cost of the crude too high. ‘e would be further 
ahead hauling by truck from Turner Valley, If we 

had to pay 15 cents a barrel pipe line charges and o 
Gents @ barrel loading charges and I do not know how 
much a barzel the frdéight rate would be from the 
Imperial Refinery over to our refinery, and unloading 
the crude and taking the loss of unloading the tank 
car, it would run our cost fer more than if we go 


Gireet to the Velley with the truck. 


TH CHAIRMAN: Have you got that list? 


Q 


Lie) BRB, tao LS Yes, ol Bave tne), isan 
front of me. 

Aecording to the list filed here, yesterday, Jxhibit 
"128" of the 62 oil wells in the Turner Valley there 
Leven yuene that 1s hot contr: ected or tied up Dy 

some other arranzement not amounting to @ contract, 
Only one that is National Number 1. The other wells 
are tied up by contract or other arrangements to 

bien, Oils Limited, Gas ow Oil. Products, British 
American and the Royalite, or its associatcs. Wow 

I want to clear up this question about the secker 
wells. You say you understood some of your oil 

last year came from the Becker wells. 

THE CHAI RLIA Ns Now just a moment. 

You put thet to him. You might wait and let us have 
some answer. 

Have you been able to get any other oil from any other 
well? You speak as if you could go down there and get 
itwiregt.wos. not for they pro=ration. From where or. 


from whom are you going to get it? 
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A The only place we have been able to get it is from 
Becker, who is, I guess, handling some National 1 
crude, and I understand that he hes several wells, 
that he is handling crude from several other wells. 
I do not know just for sure anything about Becker's 
business except we were able to buy our crude from 
him. 


MRO PRA LY: Just by way of antici- 
y way 


#D 


pating Becker's evidence, to keep the record straight, 
hir. Becker, as I understand it, had some wells which 
have now gone out of the category of crude wells and 
have become gas wells, and that is why none of lir. 
Becker's wells appear on this list. Do you know that? 

A I do not know whether they have or not. 

Q You do not know that. You do not knov whether the 
product that comes from Mr. Becker's wells nov is crude 
or naphthe? 

L No, I do not know about Yecker's wells, All I know is 
we could gét this crude from Mr. becker, which runs 
Tarrry uniform. 


1m, FRO’ Uy: ‘hat I think is required 


NR) 


is short statements from one of the officials of the 


Conservation Board or from Mr. Cottle, a short state- 


ment of what this arrangement of nomination is. 
Perhaps for the information of mr. Commissioner 
Lipsett, might I say it is a fact that lr. Munro could 
nominate to the Board for his crude requirements, 
egardless of his inability, as appears from this 
Peepit. to <o to the Valley and get any oii. “He 


can nominate and the Conservetion Board will add 
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L. Munro. 
his 200 barrels a day, to the Royalite and the British 
American and sverybody else's nomination. That means 
then that the Valley as a whole must produce ir. Munro's 
crude oil. But that is where it. stops. He still has 
tovfind a vendor. It is just as simple as that. The 
Board docs not have anything to do with finding a vendor 
for tir. Iiunro. They sey.™:e will see the Valley produces 
enough oil to rect your requirements." 
THE CHAIRMAN: What about all these new 
wells. “e have not heerd whether or not they are tied 
up by contract. If i8 is of interest to hear from these 
independent refiners at all about their troubles, and 
not being able to get crude oil. Wow we have heard 
to date as to the wells now producing,  e have been 
told of a great progrem going to involve thousands 
of dollars of expenditure just to prepare for receiving 
tue “rerbaps the Turner Valley wilh Sex fuby of ofl 
trew@rais Ereo; of pérhaps no moré wihl verires. jain 
it is of any importance at all to these refiners we 
should hear the whole thing. 
HR. Pi ILE Ys Insofar aS we can go - 
I do not know but i vould think thet some of the 
projected wells have not signed up any production 
contracts yet. On the other hand some may have, some 
which have just spudded in. But the to main purchea sers 
could tell us about that, and what ve cannot find out 
we esnnot find out. But I think your observation is 


very pertinent. 


mrt CHALNTAN: -€@ cannot be caring 
for icv. Munro's refinery if there is all kinds of oil 


@veilable for him from wells that are now being drilled. 
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MR. COM*ISSION&R LIPS&ST?T: I think we want a statement, 
Mir. Frawley, from both sides, both from the Turner Valley 
Situation as to whether there is discrimination against 
him there that miht or might now be unfair, and the 
same at this Calgary end. Yor instance if this capital 
outlay scheme that is put in, oalling here for the 
building of a new tank, chiefly for the benefit of 

the Imperial, out of this rate, and it is quite a proper 
Ssudject for us to inguire into Why similar facilities - 
it 1% is going to be a public utility = should not be 
provided for other refineries. 

MR. PRAVLGY: Mir. Coultis left hinself 
open. He said the situation might develop where other 
facilities might have to be provided for, and perhaps 
just this kihd of thing. He talks of a little tankage 
outside the Imperial yard. 

THH CHAIRMAN: The situation is at the 
moment, I suppose it can be said the Imperial is quite 
fair in keeping this oil that it has contracted for, 

and it is under no obligation to deliver to its 


competitors. 

Pe Rage ys I accept that. 

MWR. NOLAN: And we must also consider 
the point of view of the producer, of whom littie 

has been said before this Commission, who has 500 
barrels a day production and wants to sell it @nd all 
Ot ibe 

THe CHAIR AN: And be sure he is going 
to get a buyer. There is that to be said too. 


lie. PRA may: It is only necessary to 


LAE @ 
make a contract with the Imperial...«... 
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J. L. Munro. 
MR. NOLAN: Never mind the Imperial. 
Take someone else. 
Mi. HARVIE: Befe, is much better. 
MR. NOLAN: Yes, with the B.a. 
THe CHAIRMAN: Or perhaps with Mr. 


Plotkins or ifr. Munro. 

MR NOLAN: Yes, with Mr. Munro. 
Mr. Munro has a capacity of 500 barrels a day. 

MR. FRALEY: Up and down. 

Mae NOLAN: Yes, well that is Mr. 
Munro's~probletm, and he puts his finger on it 
himself. 

Q) THE CHATaMAN: Did Lt occur to you 
when you were putting your capital investment into 
your refinery that you would need to find oil 
somewhere to refine’ 

& Wwe felt if we could not get Turner Valley crude we 
would get crude from Montana. 

Q You were going to tnport it! 

ra) Yes, at that time when we started building the refinery 
there was not the oil boom there has been this last 


two years. ‘Je started our refinery a year ago last 


June » 
G Yes‘? 
A At that time there was not very much doing in Turner 


Valley as far as development work was concerned. 


2) Can you stili bring it in from Montana? 
A VYesesir. 
a And refine it and at a profit to yourself? 


A We have not went into that very thoroughly just what 


the profit would be. ‘ve have had offers of Montana 
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Le Munro. 


crude at far below Turner Valley field prices. 

So that it might be now quite profitable for you to 
nse Montana crude? 

V@ll that all depends on the gravity of the crude, 

and what its recovery is. 

You do not know about that? 

Vell we went into that last summer. There was an 
outfit could supply us with all the erude we wanted 
from Montena and we went. into it, but I do not remember 
Just exactly how it figured out. But we did not 
bother with Montana, There was not a great deal of 
difference at that time between Montana and Turner 
Valley, at the prices we were offered for the Montana 
crude.» 

Wi. COMISSLONZR LIPEERTT: I suppose tir. Munro, if 
you could get the native product you would prefer it. 
The which? 

The Turner Valley crude? 

Yes. 

Instead of having to go into Montana to buy it? 

Yes sir. 

I just mention that in connection with this thing of 
making a contract. I think one of the things we 

have to consider is as to the facilities, the adequacy 
or efficiency of the pipe line facilities, and whether 
the present ones result in unwerramted control. 

MR. TOLAN: And you are concerned, 
Sir, if I may say so, with what the producer says in 
the matter and what he wants to do with the product 
which by the exercise of his cin brains and the expendi- 


ture of his own Honey ke has reduced into possession. 


eee 


a iomcieioneibin aa teh 
by or ‘ofeet rome otha 


om f , ‘| \ 
i oe Ff 4 iomeet |, A ee 
“ ; be as F Nae wy %, 


Mike i ac ghinass cette 
ri . I % a} ‘ { gy, om sae 
| Ha der SHORE a 


i Tete ee Paige f: 


Fo 4 St + ae | he x | * Nigt REE 
| a 
Yo treb PRES 8) ons ‘eel 
beer baw’ ernie eno: ne tt a 


if Be ok Sethe cial a, ecaniin et j 


bt) SLES ES 893 


ies) 
ae! ‘ ] * a Poe Aa 
.. as “MiG = r 
bi i Pbk iho) 
tees + ‘ 
~ a “ey At 
Ce ae ewe ao ‘ ees 
ra rid Oo) . 
- ry 
’ Lue © oe, u 
- 
* 


r 


ee 


ae TAGES ae ee, Re 
mt anak pico aco Ren a Pat tee, ‘cab 
‘ es } : ; . . Lf a j ‘i 
ay aut eat Sa # at Penis . Bigatti gL a wl 


7 pre NS. vl ee i og ees 1 4! 
; Be a pen es Si Ets ee bah 3 4 ‘Harel . cons) 


} F = “i 7 Wicd j i 
" Ag 


a eon iyas Pophow, cat a 108 ial gost ; bie " 


ne apy a : 
5 By) 


A ’ 7 


Tf 
13 


J ® L ® Munro e 


-5616- 


WRe COM ‘ISSION@R LIPS P: 4sxcept that, Mr. Nolan. 
is there not this point that if the facilities are 
such that it costs this operetor here 27 cents to 
go to the refinery for crude that by BOE nes: 
with the Royalite Company the Imperiel can get 

for 15 cents, is there not discrimination there 
which would prevent this man payite the field 
price. He would have to reduce his field price 

in Turner Valley to make up the difference between 
the 15 cents and the 27 cents. 

Mr. NOLAN: He is seying,. sax; 

he brings it in from Montana or from the Velley 
and it costs him 27 cents. 

Piae COLMTSOTONUG LIPlaTr: Or if he does not get the 
facilities from this pipe line such as would enable 
Nimo to £6t it. tor 1s cents townie refinery. he 


would be at that disadvantage. 


line NOLAT: Yes. 

MR. COM -ISSIOLGR LIPSsT?T: As ageinst the Imperial 
Ons 

ivte NOLAN: Yes. 

ee. Oot Pes lOUln bIPacins To that extent he would 


he prevented from paying the fixed field price 


for crude oil in Turner Valley. 


em. NOLAT: we have to remember 
that the pipe line vas ina certain position, when 
Mir. Munro chose to build his refinery. 

Me, CO IISSIOUL LIbosit: Does not that apply 
equally to the Turner Valley and to the nev well 


that is drilled there, and we are asked to put or 
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Fovallow & rate that will allow.s.« si. 

Mi. NOLAD: We will have to make it 
clear by evidence as to whether or not it is the 

pips line practice in the Stetes for the pipe Line 
company to deliver oil to the refineries, enenear 

they may be situated, at the terminal end of the system. 
Personally I am not clear about that yet. 1 know what 
they do in gethering. They go right out as fer as 

there is oil and bring it in. That is perfectly clear. 
But what happens at the terminel end is not quite clear. 
THE CHALRMAN: It seems reasonable, without 
knowing anything about it, and on which I would welcome 
evidence =~: it seems clear that the transporter of oil 
LS not only the, carrier to carry it but will deliver it. 
I mean without anything more, one would expect that. 

Any other carrier would make delivery. 

MR.«NOLAN: I do not think we have 
yoally explored that. 
THs CHA LRMAN: Perhaps the practice 

may be opposite. 

PR. FRAWLEY: “we have not explored 

that, and as to the American practice, I do not think 
that the American prectice must control our deliber- 
ations. 

THE CHAIRMAN: It does not control it. 

It may be an aid in coming to a conclusion. 


eas HOLAEH: Just to show what other 


people do. ‘Je do not have to foliow that. 


Mas FRA BEY: We have a Situetion here - 
well I do not know that I should say anything that might 


perhaps be more properly seid later, in summing up. 
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But we have a situation here where the naturel resources 
of the people of Alberta sare being developed and I am 
not ascribing anything improper to the Imperial for 
getting these wells tied up. 

iii NOLAN: Do not say tied up, 

for entering into contracts. 

hie PRE Tay: Gli Wes, TOM ende “ne 
into contracts, and it is good husiness for the producers 
to find somebody who will take their oil and all of it 
Sia overy day, end So ons That. is @ situation ve must 
face. But it seers to me that somewhere in between 
that and the spectacle of a tan not having any oil at 
all for his refinery - perheps in consequence of his 
own ill judgment..... 

THe CH& Lkitall: Whether he should have 
built the refinery without having any oil supply? 

Pee PRL ey s He perhaps should not 
have built his refinery at all, but it does seem to 

me there should be some way of working it out,. 

when so much more is being produced or is capable of 
being produced than can be delivered at all. Then 

one would think that the Conservation Board - as I 
said before the Conservation Board is quits prepared 

to see that the Valley produces tur. iunro's oil, 

and everybody else's oil. 

TH CHAIRAL: If us. Munro can get the 
oil, people to sell him the oil, or people who are 


free to sell him the oil. 


Mm. FRATLZY: Yes. He has to have 


ere ee aes a 


the people who will sell him the oil. So all the 
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for Mr. iiunro unless he can induce people to enter 


AntoO &@ Contract to sell] sone to him. 


Has CHATRMAT: It seems to have. crept 


in as though the Conservation Board has done something 


to prevent it. The fact is ir. Munro has not taken 


the precaution of getting anyone to sell, or contract 


with hin 


to "Setl him oil. 


Ga eine Lay We may have to say 


definitely the independent refinery who has not gone 


dovn and 


coutracted’ Tor"a Supply Of" ole Willie juss 


have to chose his refinery up. ‘That’ is maybe a 


situation that we must be prepared to face. 


Ae Goa TRAN: The Government may say 


there should be no such thing as contractual rights 


ro Surner Valley. we do not Know. se Have: to apnd 


the facts. 


M . HARVIS: I was going to ask lr. 


Munro one question on that point. 


TH! CHAIUMAI: “ell we will hear that 


elie 


Stas O'clock. 


(At this 


stage the Hearing was adjourned until @ P.li.) 
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JOHN Le. i.UNiO, having been re- 
called, examined by lir. Frawley said: 

Q I want to ask itr. Munro one question, lir. iunro, you are 
still under oath? 

A Yes. 

q There was some confusion this morning when you were giving 
your evidence as to what crude you were getting, from what 
well you were getting crude last year, you told us this 
morning you had been buying from Becker and you understood 
that Becker had two or three or four wells as you said this 
morning? 


Yes. 


“a 


Q Now are you aware that further inquiries have now been made, 


you know further inquiries have been made? 


S 


Yes. 

Q And you are now able to tell us from what well you were getting 
your crude last summer? 

A From National Pete 1. 

MRe FRAVLBY: That is all. 

Q@ WR. NOLALU: ir. liunro was also going to be good 
enough to find out for us the prise of the i:oose Dom: erid., 
perhaps you have not had time to do that? 

4S Yes, I have, the mooseDome crude is 41-35 per barrel at the 

well and the trucking cost to us of that in here is .59% cents 


a barrel, about $1.94% at the plant. 
THE CHATREAN: That is hiring your trucking done? 


AD 


4 Yes. 
Q Moosc Mome is situated where? 


A TI have never been out there but I believe it is on what they 


Gall the Bragg Creek road. 
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Q It is not within that area which we have been speaking of 
as Turner Valley? 

A now. GO Not think it. ts. 

Q Any other wells in the Loose Dom? 

A Well they drilled two ‘wells, this is their second well I 
understand that they drilled. 

Q The one company? 

4 Yes. 

Q Any other company drilling? 

A I believe it is the same, it might be a subsidiary of the 
same company but I believe it is the ame company. 
MRe HArVIn: It is the same company. 
THE CHARMAN: Y6Se oe Harvie, you were going to 
ask some questions. | 

Q  WRe HARVIE: Just in that connection, iir. iMunra, 
in the connection with the purchase of the Moose oil, do you 
know how that vould compare in price for the equivalent 


gravity of Turner Valley, have you figured it out? 


A That is comparing the 48 gravity Turner Valley Crude with---+ 

me “Yess 

A No I have note 

Q THE CHAIRMAN: With what? 

4 he 48 Gravity Turner Valley Grude with the 48 Gravity Moose- 
Pome Crude, I do not believe there is any. 

Q@ MR. HARVIE: The evidence is, iire isunro, that the 


crude bought from MooseDome is a 48 gravity and I think ir. 
Goultis'! evidence is that the average which is sold in Calgary 


from Turner Valley is 43 and 44. 


THE CHA LRindé N: He is not saying that now, is he, 


what do you say the woose Dome is* 


& No, we have not bought any of the 4@ and 44 and I have never 


, 
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heard of them having any such low as that gravity. 

MRe Han Vin: where? 

At the lkioose Dom.,nothing below about 47, we have got sone 
running between 47 and 48 gravity but it runs about 47.5 or 
Wa 6.. . 

Mee HERVI: I think that is correct, I do hot 
think there is any low gravity but my point is this, that 
the price of Turner Valley Crude is according to the gravity, 
the evidence before the Commission is that the price goes 
up «¢ for each degree of gravity from 38 to approximately 60 
gravity and I am going to suggest that the equivalent price 
so far as gravity is concerned of Turner Valley Oil of 48 
gravity, which would be the same gravity as the iioose Dom, 
would be $1.80, whereas you are paying $1.35? 

Yes. 

And if I understand you correctly your hauling costs from 
Turner Valley are .28 cents? 

ho, 595. 

Fron Turner Valley? 

Oh from Turner Valley, yes, about £7 cents. 

And from Moose Dome « .59§ cents? 

Yes. 


In other words per barrel the .ioose oil is costing you con- 


siderably tiore laid down at your plant than Turner Valley would? 


I am not sure what the field price of 48 gravity Turner Valley 


18% 


Well take my figure Of leow), LU would at the $1.80 laid down 


price,cost you considerably more? 


About stad. e 57 8 
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It would be 1.450 plus .594 would it not? 

No, it doesn't cost us that much to haul from Turner allege 

I didn't make myself clear, what I am trying to do is to find 
the price laid down at your netinery last of Calgary of Moose 
oll crude? 

1.945 a barrel. 

Now taking my price of %1.50for the 48 gravity crude from 


Turner Valley and your hauling cost of 28 cents. 


wAJOR LIPSETT: 2? cents. 
NRe HARVIE: oY OP. 202 
27 cents. 


27 cents, that would be what? 


57 a barrel. 


So that there is a difference between $1.57 and $1944, that 
is Bor eet? 

Yes. 

way I ask that, when you bought or arranged to buy the iloose 
oil crude was it because you had no other crude available or 
because you wanted it? 

No. ee is particular time we wanted the Noose Dono sarudc 
because of it being a little higher gasoline content than the 
Turner Valley. 

And you were willing to pay the difference? 

Yes. 

ire Munro, as I remembered your stateaent this morning you 
erected your refinery when? 

We completed the plant in March, 1938. 

Approximately a year ago? 


Yes. 
At the time when you conceived the plant and decided to build 
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and did build, what sources of erude had you in mind? 

well we felt that if Turner Valley was available we 

would run that but if it was not we would, there was a 

fairly high gravity Montana orude that we figured on run- 

ning, that is we had not definitely decided to but it was 
available. 

And that you would be able to go into the business with 

Montana crude? 

Yes. 

“what crude have you been using chiefly? 

liostly Turner Valley. 

Have you brought any in from wontana? 

Practically all Turner Valley except this Mioose Dome. 

Was there any reason why you located your plant East of Calgary? 
So that if we were cut off from Turner Valley we could bring our 
crude in by tank car from California if necessary. We could not 
get a location in the City, we had to go outside the City limits. 
You Know Mr. Plotkins refinery the Lion? 

Yes. 

I believe the evidence is that that is outside the City? 

I do not know whether it is outside or not. 

The evidence before us is that it is outside the City. 


Yes. 


Anyway you @id not think it advisable to get on the route of the 
pipeline from Turner Valley? 
No. I a4idn't think it would be advisable to do that or we didn't. 


Did you find that you were more available possibly and had some 


advantage in marketing your refined products? 


Yes, that was also one of the reasons being both on the railway 


and on the highway: 
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—Q ‘That location which you chose was chosen largely +o give 
you a prefer*nce in markets? 


4 In oarkets and in bringing in our crude. 


& 


DO LL, you got, we will say an equal delivery of crude to 
your refinery where locxted, you would probably be getting 
an advantage? 

A A which? 


If you got crude from Turner Valley delivered to you by say 


& 


the existing pipeline or an extension of it to your present 
location, at the same price as we will say the Imperial is 
getting or tir. Plotkins, you would gét some advantage in 
marketing? 

A If we were+~+«+ 

& If you were located for your market as you are? 

A Let me get that straight, if we were getting the Turner Val Ley 
crude for the same price as the Imperial were? 

Q Yes. 

A Do you mean would we b~ satisfied? 

Q@ I will put it that way to start with, would you be satisfied? 

A Yes I think we should be entitled to get crude at the same 
price as the Imperial does. 

Q You do not think you should get it any cheaper than they do? 
A No, I do not feel that any company should get crude below the 
field price or have to be compelled to pay more than the 

field price. | 

Q And whatever the reason is, the Imperial is on the pipeline 
and in the City of Calgary, the Imperial Refinery is on the 
pipeline, the location of the refinery? 

~ Yea. 

And they are in the City of Calgary? 


£9 


A Yes, they are in the City> 
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Q@ And you said you couldn't come within the City of Calgary? 

A Well we, the City gave usa permit to build our refinery 
down at our Westend plant here and then after we commenced 
to build they refused to let us go further. 

Q MR. FRAWLEY: lire Harvie knows how hard it is 
to get into the City. 

Q Mk. HARVIE: There is no trouble getting in, it 
is to stay in, but it is in connection with the matter of 
costs, taxes and so on more than anything else, but you have 
just told me, ir. iiunro, that you have certain market adq+ 
vantages in your present location? 

A Yes, we have advantages there. 

Q Now that means that you could markst maybe somewhat tchexper 
than you could if you were in the City of Calgary? 

A Wo, it would not make any difference so far as the marketing 
of it because the majority of custcmers that come up within 
a short distance like that of Calgary. they do not mind coming 
in the rest of the way, there is no advantage to them, they 
come, asa rule they come in for other things besides just 
fuel . 

Q Explain to me what your distribution system is, what your 
marketing system is, do you market entirely just to the 
transient trade that comes to your refinery? 

A Well business never does just come 50 you, you have to go out 
and get it. 

Q Do you deliver from your refinery? 

A Yes, we have done that, 

& Well is it your usual practise? 

a Yes, we do that to some extent. 


Q Juat give me sone idea of where youry market might be- 
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Q THE CHALRWAN: Do you run your own trucks3 

A Ne hire all our trucks. | 

Q  MRe HaRVIE: Both for deliveries and for hauling 
crude oil? ae 

A Yes. 


4 Where, you are East of the City of Galgafy, is not your market, 
I will put it this way, wast of you again OY LB ai hack to tie 
City of Calgary? 
No, most of our market is bast and North. 
fast and North? 


Yes. 


In other words you are closer to your present market than you 
would be if you were in the City of Calgary? 


dell not necessarily because we have some business from the 


ed 


North which it is out of the way to be up there, th-n it igs 
if they were coming straight into the City. 

Q Why does that come to you then? 

A Well I guess the same reason that they come to the Imperial Oil 
and the British American. 

Q® You go out and get it? 

4 That is so. 

Q I will just leave that. Now in connection with the obtaining 
cf Turner Valley Crude, I understand you bought the ma jority 
from the National Pete? 

A It came from the National Pete well, yes. 

Q You said there was possibly 500 barrels otherwise. Fell I will 
put my question this way, that generally speaking ali your 


crude which you put through your refinery came from the National 


Pete? 
BH Yer. 


==8 


J e«LelMunro 

G-4 

9 -~5628- 

Q And did you buy directly from the National Pete or from some 
other source? | 

A No, we buy our crude through Becker. 

Q@ And who is Becker? 

A Well he is in the production, he produces crude I believe and 
he has a refinery down there. 

Q Down where? 

A 


In Turner Valley. 


Q@ A refinery in Turner Valley? 
mn Yes. 

Q Yes? 

A 


And he also markets his goods the same as the rest of us do I 

understand. 

=) Have you ever bought anything directly from the National Pete 
Well? 

A We bought about 500 barrels directly from the National Pete. 

Q Why don't you buy all from the National Pete rather than through 
Mir. Becker? 

A Foti th i.e, haholor to buy it from Boekcr, 

wey 18 handier? 

A Yes. 

a And you do not pay any more? 

A No. 

Q In other words, do you Know whether or not ir. Becker makes a 

profit on what he sells to you? 


I do not think that he makes any profit. 


A 

Q@ He handles it free of charge? 

A. Yes. 

Q@ And you buy at the same time, from him, at his plant, at the 


Bame price as you could buy from the National Pete? 
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Yes, at the saze, we pay him the same price as we woulda if 

we went direct. 

How far apart are the two plants, the National Pete well and 
the Becker Plant? 

I believe it is about a mile, but I would not be sure. 

Anyway there would be some cost to ir. Becker in transport ing 
it? 

“toll there would probably be no cost to lire. Becker and there 
might be at times. Our truck went to two or three different 
places to get the crude. I do not know whether it was con= 
venient for them to have it that way but I do not think Becker 
was put to any expense in the handling. 

In other words, do I understand that possibly iir. Becker would 
give you an order to go down to the National Pete tank and take 
delivery from therc? 

Yes, on most occasions. 

50 you did not actually take delivery of the oil from his 
refinery site? 

No, there may have been a few loads that came direct from 
there, IE do not know how that was handled. I was not down 

at the well very often. 

But in any event you buy through Becker at the same cost so 
far as you know as Becker pays the National Pete? 


Yes. 


Have you been able to get at all tines all the crude you 


wanted from him? 
No, at the time I mentioned this gorning that we couldn't, the 
Imperial, didn't want to sell us crude was, at that time, the 


National Pete ell was then unable to produce all the, that 


they had orders for for them toy Boden 
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Q das that during the peak season? 

A Yes. 

Q And your requirements at tmt time were hig her than they 
had been maybe at other periods of the year? 

A Yes, they were a little higher at that tine. 

Q In other words at all times other than the peak season, 
you have been able to get all the crude you want? 

A Yes, up until this Fall, we have not needed a great deal 
through the Jinter months. 

Q And you are familiar enough with the operations of the Con- 
servation Act and the general operations in Turner Yalley 
to know that possibly at the peak of any season there is no 
immediate, not immediately sufficient to meet requirements? 

A No, I do not think it would ever be able to handle enough for 
the independents this coming season and maybe you misundere 
stood me this morning, your Honour, when I made reference to 
the Conservation Board, that they had cut us off the crude, 
and I did not mean it that way, what I meant was thet owing 
to the fact that the Conservation Board had cut down the aliow- 
abl-s to all the wells it put the National Pete into the 
position where they could not produce sufficient oil to sup- 
ply all their customers. I didn't mean that the Conservation 
Board had cut us off. 

Q You know at periods throughout the year, that the National Pete 
has had oil on hand that it could not sell? 

A I do not know anything about their business at all. 

2 In other words, you do not know whether they had over certain 
periods accumulated oil that they had to either, with the result 


they either had to sell it, take advantage of whatever market 


was available or accumulate storage? 
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I never heard of them ever selling their crude at reduced 
prices in order to get rid of it, At least we were never 
given an opportunity to buy any. 

Do you know if they have ever had to accumulate storage? 

The National Pete? 

Yose 

well I imagine they would have to accumulate a little all the 
time. They could not help but put up sane storage to handle 
their production. 

Have you ever heard at any time that they had to De in their 
wells on account of not having any market or any storage avail- 
able? 

No, IL have not heard of that. 

Wir. Kiunro, did you ever ask or make inquiries from the British 
American Oil Company as to whether it would ever sell you any 
crude oil? 

At the time we phoned the Imperial we also phoned the British 
American. 

Do you know whom you phoned? 

No sir, I cannot say who it was that we were talking to, it 

it was not only on crude but they also 


was also on naphtha, 


refused us on an earlier date when we tried to buy naphtha. 
We could not get naphtha either. 

Well just on that, you know for some time past there has been 
a shortage of naphtha for all the refineries? 

There was supposed to have been, I do not know whether there 
was or not. 


You found a shortage anyway? 


Well when we came to buy it we couldn't get it, I do not know 


Whether it was a shortage or whether they did not want to sell 
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it to us. 

Q@ You know that the field as a whole is producing only a 
saall percentage to what it was some years ago? 

4 Yes, I guess it ts. 


THi: CHA Tu.AN: You say the British American re 


© 


fused to sell you crude as well as naphth°:? 

A Yes, both. In the first occasion it was naphtha that we 
wanted to buy from them and they would not sell us naphtha 
and when it came to the crude they said they had no facilities 
to give us delivery of crude so that we could take delivery 
of it. 

Q ish. HARVIL: Now wir. Munro, my information was, 
so there will be no misunderstanding about it, is that the 
British American was never asked by your company to sell it 
any crudoe As to the naphtha I cannot speak, I did not ask, 
now did you make~--— 

Q TH CHATHiuiAD: You say that is not 80? 
We did make, we did go to them, we phoned them to try and 
see what we could do in getting crude from the British American 


and also the Imperial Oil. 
Did you make those phone calls yourself? 


Q dk. HARVIL: 
4 Yes. 
@ And whom did you phone, do you know? 


A Well on the British American, I do not remember who it was that 
I talked to and I cannot tell you who it was that Iwas talking 
to at the Imperial but I, when i phoned the Imperial it was--~ 

Q Je are not concerned with the Imperial, do you know what de- 


partment of the British American you phoned? 


4 I cannot say that, but l believe it was the production de 


partment, if there is such a department. I undoubtedly looked 
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Q There is a production department, yes. 
A dell that is, I probably phoned them ana they probably turned 


me over to the other office, that is what I ran into with 
then. 

Q Do you know when you did phone? 

A At the same time that I phoned the Imperial Oil. 

G That would be the eurly part of September last year? 

A Yes, about thet tine. 

Q And just let me know now what the reply was that you got? 

A From which company. 

From the British american. 


Jell they claimed they had no facilities for, or there were 


& 


two or three reasons on the first occasion, now whether it was 
on the :aphthe or the crude I would not be sure but on one 
occasion it had to go to Winnipeg first to get permission from 
winnipeg. Now whether that was on ¢rude or on naphtha I would 
not be sure which but it was going to run over quite a period of 
time anyway, I figured before we would get any reply, if we 
ever did get one. 
Q THE CHAT: Als: And the other reasons, you said there 
were a number of reesons, what are they all? 


A number of reasons that we did not--- 


= 


That they gave you for not giving you or filling your order? 


PB, 


The other one was that they did not have facilities to load our 


= 


truck. 
® Yes, any otherg?. 
A No, I think that is all the reasons that we got from them. 


@ ike HARVIL: And so fur as the naphtha is concerned 


they just did not have it, that was in effect the reply you got, 


for sale, anway? 
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I would not say for certain what that was on the naphtha 

part of it. 

But the answer was you were not able to buy any naphtha 
from them? 

No sir, we couldn't buy any naphtha. 

And on the crude you say the reasons were first that they had 
to refer the matter to Winnipeg? 

It was ei ther on the naphtha or the orude. I would not be 
sure, because J did not have much, at least I didn't figure 
we would have much chance of getting any from them anway but 
it had to riun back and forth to Winnipeg or some other lastern 
office andi do not Know whether that was on the crude and 
naphtha both or whether it was just on the one. 

The peoond, the other reason was that they did not have load- 
ing facilities? 

Yes. 

And those pee the only two reasons? 

I think that is all the reasons they gave. 

WR. HARVIE: Thank you. 

MR. FRAWLEY: lire Munro, just so that we have no 
misunderstanding about it, you told iir. Harvie that you had 
bought from the Becker Company becausc it was handier. Now 
it strikes me as being not so handy at all but there was some 
reason, perhaps some private reason why you bought this fran 
Becker rather than direct from the wells? 

Yes, there wag a private reason, Mr. Frawley. 

I do not want to find out your private business reason why you 


dealt with Becker but you didn't pay anything more for it than 


if you had dealt direct? 


No, we aidn*t pay any more. we had the choice of getting it 
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fron whatever souree we wished. 

Q But you had some private reason for doing business with 
Becker? | 

A Yes. 

Q And that is the main reason, not because it was any handier? 

A No, that is the reason. , 
ihe FRA JLEY: All right. 
WRe PLOTIINS: liay IT ask sone questions. I want to 
bring out something whieh his been left unsaid in connection 
With the crude from iioose: Dome? 
TH2 CHATRUAN: siYe Plotkins, let us be clear, go 
far as it touches upon matters of which you have special 
knowledge and in which you have special interest. I do not 
wont you to think that you are gonstituting yourself a second 
Commiasion Counsel. It is only to save time that I mention 
this now. Anything you want to ask about general matters you 
must communicate with tir. Frawley, as all other people do, 
but if you have special knowlcdge now and &@ special interest 


with respect to this watter, it is perfectly proper you should, - 


80 gO ahead. 


iuke PLOTEINS: That is what I mean. 
THE CHALICV.AN: Quite B06 
MRe PLOTHINS: _ You will sce by the question. 


THE CHATRAAN: I have no doubt it will be qmite proper. 
Q wR. PLOTKIN: dnen you bought the Moose Dome and you 


paid a much bigger price you, no doubt, at that time investigated 


the relative values to your plant? 


No. 
You weighed what you should get out of one as against the other? 


Yes. 
na position to tell us the main reason 


Now how much, are you i 
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or at least I will put it in a different way, how much 
gasoline and how much other products did you get, in com- 
parison with the Turner Valley crude, that woulda werrant 
that extra expense? | 

Iam not in a position right now to give those figures? 

I suggest to you that the main reason you were able to pay 
such a big difference was because in the Moose Dome erude 
you recovered 85.5 gasoline and approximately 14% kerosene 
distillate with no fuel oil? 

You are mistaken on the amount of gasoline recovered. 

I ag mistaken? 

There is not that much. 

Was there any fuel oil in that crude? 

Very little. 

What would be the percentage? 

Not over 5 or 10% I do not think. 


Not over 5 or 10, now is it 5 or is it 10, approximately, it 


Cannot be 5 or 10? 

well EF do not remember exactly whut it was but I knew at the 
time. 

There was very little fuel oil? 


Very little. 
In fact, is it not reasonable to say that you could sell the 


crude as it comes from the well as a distillate? 
Yes, it is possible. 
Tt is clear? 


Yes. 


You ean see through it and it has a relatively small percentage 


of impurities? 


Yese a 


. 


os 


¢ 
. 


“4 

aL - 

a : 

+5 ae 

r2 = 

oot we 
4 Mo 

0: ies: 


of 
pat aay 
“ cont 
--t eee 
c Ras 
= _ 
5 <P 
See 
ra 
‘ 
= 
, 


a} 


+ 


> fo 
. “ 
: re 
A 
ol gy 
eS 
Un to 
2 4 ie 
bhi ar. 
#2 
= e 
os B 
“4 He, 
toe 
5) 
’ 
“> 
= e 
05 
S- 
> ++. 
pty 1 
2 . 


et 


a 


wu 


fo - 5637 ~ ° 


regular distillate? 
a Yes. 
Q _ Bold on the market? 


c. }. | Yes e 


(Go to No. £638) 
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So that you were in 3 position to pay thst bigger price 
and still make a profit as eomp red to Turner Valley 
erude? 

At that particular time we were pretty well stocked up. 
Our tanks was pretty well filked with fuel oi} and we 
did not have room and We were not in a position to put 
up additional storage for fuel oil. We took that 
Poe Se MOre OF A sas ek 

4S &@ Way out? 

wes. 


Now, wev-are getting to exactly what I think the Cmmission 


should know, When you refine the Turner Valley crude 


you have an accumulation of residue and other heavy 

Sils, heavy distillates? 

Yes. 

That re not easily saleable? 

Uae FSi: 

ene with Limited capital you-ere not in = oosrulon iw 
endlessly put up storage to accumulxte that? 

No, you cannot kesp on throwing up tinks. 

So if you can find a crude such as the sivose Dome in 


sufficient quantities to supply your requirements you 


would not buy any Turner Valley, would you, in the main? 


It would devend entirely on the price we had to pay for it. 
The price being in relation - the v'lues being equal 

would you take Moose Dome or would you take Turner Valley 
crude? 

The same gravity, do you mean? 

Yes? 

Being 48 gravity Turner Volley or 48 gravity, we will say, 
Moose Dome? 


Yes, put it tht way first? 
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A with the same gravity and the same amount of gasoline 
and Kerosene and eas 011? 
Q at the oresent time you know what you get out of Turner 


Valley. You get gasoline, kerosene, distillates and so 


So Lorch? 
A Yes, 
Q You know whet you get out of Moose Dome? 
A Yes. 
Q, You have run both so you are in a position to know. I+ 


you had an opportunity to purchase Moose Dome exclusively, 
I mean if you could buy enough of it at the same price, 
for the light gravity, would you buy “Moose Dome or 
Turner Valley, having in mind you would have no problem 
OF "storage for fuel Sil’ and so forth? 

A I would prefer Moose Dome to Turner Valley, as far as the 


fuel oil content is concerned. 


Q Would you be prepared to pay @ premium? 

A feti, bwould have %O go. into “that a little further before 
ruse id; 

A Mounrould have to. walt.’ “How much» crude olor er lo kines 


crawvour Trerinery curchese Last yesr, do you Taron: 
fa It is supposed t hive been two kinds but on two or three 


OCensions there was a heavier crude. 


G But how much in barrels did you buy during 1938? 
fa I cannot say. 
~ Have you any idea? 
No, I cannot say. 
Q Was it 10 thousand or 20 thousand barrels? You must have 


some idea, you run the refinery yourself? 
A I would na& be in a position right now to say that. 


You would not give us 4 reasonable estimate? 


&> 


A I can get that information if it was necessary. 
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MR. COMMISSIONER LIPSHTT: Mr. MUNTO, Just one? or “two 
questions I want to ask you. as you know at the moment 
we are interested in the pipeline from Turner Va! ley 

to Calgery and the rate and whether the facilities 

are adequate and the service adequate and reasonable? 
Tes 

that hove you to say to us on that point as regards your 


refinery? 


YOu mean what is my ideas on how the piepline should be.... 


Whit the cost should be = or what service, whether we 
figure the service is 0. K. for us and everybody else? 
Well, that is what we are interested in. 

The pipeline is no good to us whatever at the present 
time because they won't sell us crude that we can take 
delivery of from the pipeline. 

I understood that you were getting crude from this 
National Pete or from Becker at Turner Valley? 

Ves "Slr. 

Couldn't you get that into the nipeline at Turner Valley 
if there were suiteble arrangements at the Calgary end? 
iT would sey it eould be Sutin the Piper ime at we 


Yes 


? 
could take delivery of it here. It wold depend entirely 
on whether the well would want to nut this oil through 
the pipeline. 

What I was anxious to get from you was whether your 
complaint was that you could not. buy crude voi inimturner 
Valley or whether your complaint was that having got the 
crude oil in Turner Valley you had not got proper 
facilities through the pipeline or you were in a little 
unfavourable position through having to haul by truck 


or something like that? 


That is what we are compelled to do, is to haul our crude 
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by truck, for the reason that we cannot Guy Gee. 
well, Who would we go to buy crude from? From the 
Pipeline? That is from the pipelinm here? You exo) 

to the Pipelines the Royal ite Gompany and they turn 

you over to the Imperial Company and the Imperial 
Company don't sell it to you. So it is of no advantage 
tous, at least there is no outlet there for us at all. 
I understand in Mr. Plotkins' case it is his oil in 
Turner Valley and he gets it un in the pineline as far 
as Calgary? 

Yes. 

Presumably, if you bought crude oil in Turner Valley you 
could also get it up from Turner Valley through the 

Pre rine to the, Imperial refinery...) whet.) mastanxious 
to hear from you is Whether you have any complaint as 

to whether there should be some service provided so 
thateyou could get it to your refinery in Calgary? 

Yes, I feel there should be a service there. It would 
be no good to us if we had to contract for so many 
barrels a day, three hundred and sixty-five days 4 year, 
because it is impossible for us or any other small 
refinery, I think, to contract for so much a day and 
fulfil their contract three hundred and sixty-five 

days @ year unless they have an awful pile of money to 
ynut into tankage. Tf we’ could go’ and trachiee. en 

That is really going a little far. Sup asing the 
pipeline company here said to you "We will out you in 

a pipeline right to your refinery," then your position 
is you would not heave the oil to deliver to the pipeline? 


No, we have no contract with anybody that they would 


Dut the oi) in the pipeline. I might be able to - 
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@ person might be able to arrange that. I do not know 
anything about that part of it, whether that could be 
arranged or not. | 

At the present time, so far as the Calgary delivery end 
isteoncermmed, you have no comolaint at all about the 
pipeline not giving you proper service at Calgary? 

Maybe you should put it this way, what we should like to 
see the pipeline do that would en ble us to get pipeline 
erude. If the pipeline company would, say, tap that 

line where it enters the Imperial propenty,. tips the 
gentleman on the stand yesterday sid, there was around 
1,000 pounds pressure where it came down the Valley there, 
they would need no extra pumps or anything there, and if 
the pipeline was tapped so that trucks could drive in 
there and fill the trucks from the pipeline tha we 

would not have to nay any S¢? a barrel loading charges 
from the Imrerial, and 15¢ a barrel in addition. 

So probably the whole rate then would be 15¢ a barrel 
and we cole get our oil put into the tank trucks direct 
from there with one man handling it during the day and 
one man at night would be all, I believe, all the expense 
that they would be nut to without any big expense or 
anything. 

Is it your point at Calg-ry or some place there, Snsubld be 
a station provided by the pipeline at which tank trucks 
could get supplies of crude? 

Yes, sir. 

It is your idea that could or should be provided entirely 


irrespective of the fact of whether you went out and bought 


the crude oil in Tumer Valley or no t? 


Well. it looks to me like if the pipeline rate was reasonable 
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Or course, I do hot know anything about what the oosts 
of the pipeline are. or what they cost to pump crude 
from Turner Valley into Calgary here, but I believe the 
cost could be reduced a lot more than what it is at 
the present time and still load the tank trucks anda 
ake thom much more profit by sup*lying us with crude 
and all the rest of the independents with crude, 
Without any additional expense to them and would then 
make the crude that much cheaper to us and we would not 
Doone, Coane To Turner Valléy for Pt with trucks. 

Wait a minute, you have two ideas there. UGne is at 
Calgary to give you efficient pipeline service there 
should be a station belonging to the pipeline at which 
erude oi1 could be handed over to the tank trucks? 

ee SR Sir's 

And you seem to be seeking to impose a second duty on 
the pipeline, that they would collect or find or buy 
erude oil] at Turner Valley and resell it to you here? 
Well, I understand they have more crude than they know 
what to do with at the oresent time. They cannot get 
rid of all the crude they hive contracted for. 

That would be very obliging of them if they gave you 
some of that. It might be helpful to both sides. But 
as a nineline company it would seem difficult to sut 
the extra duty on them of going out 4S %Suying agents 
for you in Turner Valley and buying erude? 

No, I do not believe it would, sir, because they have 
got more crude now than they know what to do with. 

They are always saying how they are trying to cove with 
the Turner Valley situation as applied to sales af crude. 


You can see, so far as that is concerned, they are 
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supplying @ifferent refineries in the Hast and yet they 


don*t want to supply us here. But they can supply their 


other refineries. 


& 


Supposing you had a proper unloading station, a delivery 

station here for tank trucks at Cal gary? 

) A An unloading station, did you say? 

Yes, that they had a point there where they would deliver 
oll to your trucks, ‘hat would it cost you then to truck 
it to your refirery from that point? 

A I have never went into that. I do not know what it 
would cost. The cost is estimated on the mileage. 
It Would be figured out on the mileage basis, of the 
actual miles we are from there to our slant. I cannot 
give you any figures on that. 

] Q Thess all seem rather important factors, don't they, as 
to whether you get this service of a delivery station 
here at Calgary to send a truck to. It is one thing 
to suggest that the Commission shoulf€ in some way 
endeavour to get the pipeline to put in a delivery station 
for trucks at Calgary if it were then to turn out that 
would be no good to you. It would be just sv much wasted 
money, if the cost of bringing it to your plant then 
was too high? 

A ¥ do not imagine it would be over 5¢ a barrel probably 

] to run it from the Imperial refinery to our plant by 
tank truck. That is just an estimate. 

Q Is your complaint or suggestion so far as Calgary is 
concerned, does it boil down to this, that at some 

point there should be some place where you could send 

a truek, where you have oil and you can get it? 


A. POs Sie Or if you naven't contracted any well, if 
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they have more than they know what to do With I think 
they would be glad to get the extra revenue and all 
around for everybody concerned, and supnly the others. 

PS you feel that you, having regard to the Focation of 
voUsretinery, should pay something extra, 5¢ or 
whatever it is,to get your O11 (oO your relinery ion 

are you putting a case tous ‘that the pipeline, - say 
that you get that at the rate, whatever the rate is? 

No, if we went direct to the pipeline destination, or 
Say outside the Imperial yard and the Imperial did not 
get a rake-off on it, the rate on our tank truck we 

will pay the expense then fram there to our plant. I 

do not figure the pipeline should be compelled to deliver 
stuff direct to ollr plant becdaus. I do not think they 
would be very anxious to hire trucks to deliver the stuff. 
No, it would not be by truck. I suppose, if anything, 
Perwould Hheve tO béva pinelineg.: But aS far as you are 
eoneerned, I gather you would be satisfied if you got 
delivery at some convenient nlace in Calgary, at the 
pipeline rate, you would be satisfied then to pay the 
extra cost of your truck from thet point to your refinery: 
Yes, sir. You see, at our plant there is not enough 
barrels going through sur plant, that is, the average 

all the year round, that would warrant the pipeline 
running from the Imperial plant up there at the present 
time. But in maybe a year or two we hope it would be, 
that our business is built up to where we could, or 
where it would be profitable to have a pipeline running 
fram there over to it. 

At the present time you @re satisfied it would not be 


fair to ask the pipeline people to incur that capital 


outlay? 


A 


oa. 


f 


9 
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A No, not of a pipeline fram there to our plant. 
At the present time your nosition would be if you coulda 
get a delivery point in Calgary you would pay the cost 
Of the trucking fram that point to your own refinery? 
A Yes. 
‘ Q And be satisfied with that? 

A Peaviov ld depend entirely on the rate that they were 
ehearging us for puttine the oil in our tank trucks, what 
meecost, fald down in our tank trucks, 

Q i Was rather assuming, perhaps wrongly, up to that point 
it would be included in the rate? 

A wes. 

Peoppose if they put it in the Imperial refinery tanks... 

A if it went into the Imperial's refinery they would have 
to get an additional charge on it and it would run up 

) the cost of so much higher that I do not see any reason 
why thee pipeline could not load our trucks and all 
independent trucks outside the Imperial gates, completely, 
so that thére is just the one pipeline charge and no 
handling charges or commissions in any way. 

Q I did not make what I was putting to you quite clear. 

I think I am right in my understanding that they deliver 
the oil into the tinks of the Imperial at 4 charge of 
15¢ per barrel? 

A Zool nk so. 

G PP you got a corresponding service and it was pout into your 
tank trucks? 

A (es, sir. 

q At whatever rate was fixed, then you are satisfied for 


the present that you should absorb or bear any extra 
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expense of trucking the crude tos your refinery? 
mes, that is the hauling charges would be borne by us. 
Re FRawWLoy: That is all, 2a. Munro, 


O's @ @ @ ¢ @ '9'@ & @ s.6¢ eo @ 8 


ARTHUR it, recalled, testified as follows: 
MR. NOLAN: ir. Haw, I had finished asking - 
you questions, but my memory is there were one or two 
statements which were being prepared at the request of 
the Gommission, is that right? 


Mwave as rigit, yes. 


tam sorry, I do not remember what they were. I remember 


one was a statement having to do with salvage. 

They both were. 

WilL you nlease exnlain to me, nd refresh my memory, 
Preuly, whet were those two requests? 
ie fyrs> one was the one that Major Lipsett asked for, 
to snow what the rate of return would be, specifically 
in 1957, it was, as shown on our sxhibit A of our 
Pxnaoay "LOO", only providing fon sadveage in amortizingg 
an asset instead of amortizing it 100%. The figure 
which you asked for was, I think I showed 41.99¢ as the 
rate of return on Hxhibit A for 1957. 

MR. COMME SSIOI.R LIPSETT: Yes, for 1957. 

And you wanted to know what that would be, allowing for 
10% salvage on the fixed assets. So I have made up this 
Exhibit here, which shows the rate of return for each 
year along the bottom and the average year, including 
1937. TI have made an estimate of about 40 -~ that is 
Bras ficure, 40.66. 
MR. NOLAN: May I offer that as Exhibit, 


it would be No. "135". 
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(Statement in question is now 
marked Sxhibit "135",) 
A This is exactly the same in the bottom three lines as our 
one. teak. 


} Pe, sxhibite"loo? 


ra In Exhibit "100", except I have set them the other Way 


for convenience, and taking into account 10% salvage 


value on the fixed assets whereas ow “xhibit A amortizes 


the entire cash investment 100%. 


Q THE CHATRMAN : 


This has been worked out on 


your basis of 1946? 


A Yes. 


g And, of course, 


your own basis of arriving at the 


capital investment? 


A iret 3S right, sir. 


MR ° WOLAK i 


ls the difference between 


Penabit, AMeP! Bxnibit "100" and Sxhibrt) S15" onl yea he 


difference for the nine months ending September 30th, 


of the figure 32.11% as against 31.35%? 


A 1 Hevel not eot Exhibit’ A‘in my hand.’ That tS eraggns, 


Rani his: Se. LL 


we. now “take” GlLSs. 


And the average year..... 


— Bringine it to the equivalent of a year, 42.81 


becomes 41.80%. 


2 


bn 22.00 as im exhibit) Aoof Bxntbit “LOW” 2nd shat 


would be changed into 41.80 in exhibit Bn aero) Lae 


A That is right. 


RT 


) MR. COMMESSIUNER LIPSLTT: The effect of which, Mr. Maw, 


would be in September, 1958, to increase your profit 


from $368,698.00 to $374,741.00? 


th at. ise right. 


tnoat is e@orrect, 


At least I will get a copy of it, Exhibit 4, 


Major Lipsett. $568,698.33 becomes 
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So7a741.17. 
Q, It has this curious other result that although your 


A 


& 


profits increase around six thousand dollars the rate 

of return on the capital on that basis is reduced fran 
eel tO 61.55%? 

That is right. . That is because the investment changed 
also. The investment has increased fran $1,148,378.79 
Peon. 1956 Sel .55.. To arrive at these figures you will 
understand it was necessary to make the change from 

1926 throughout. 

PRU LAN § Lodo not think SaniDpip iso! 
Reewires amy more explanzti on, Mr. Chaivman. ) bos & 
computation Which, I think, speaks for itself, and was 
for, the purpose of comparison. 

kKow, you had another duty to perform, what was thst? 

This again was a statement which Major Lipsett asked for 
to show the cost per barrel on our 1946 basis after 
providing for rates of return and income taxes, only 
again on the basis of amortizing the fixed assets with 

a 10% salvage value instead of amortizing them 100%, 

as we did in our first presentation. On this one again 
I made an anvroximate estimate ~t the time you fekeq Tor 
this on-the 10% rate of return 2nd the 20% rate of return. 
I find tha: my estimate on the 10% was exactly right. 
Itwas .07¢ less than we did show, and on the 20% return 
fowes out. .0e¢;. instead of 11,.56¢ 20 De. ma Wee. 

That is with salvage, as I understand it? 


That is with salvage. 


(Statement in question is 
now marked axhibit "136". ) 


THE CHal Ria: Now, this is comparable with 


what previous statement? 
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MR. FRAWLEY: axhibit "120". 

A It am afraid I do not know the number. 

Q MR. FRiwvLEY: That is Exhibit "120" if that 
zig ee SS i 


A That is right. Compared with that one No. "120". It 
was in connection with this Exhibit "136" which I have 
just put in , Major Lipsett, that you asked me for ow 
last word on the rate. You wanted to have the final 
figure on the rate. 
TH: CHAIRMAN : With salvage? 

my well, no, you put it to us, if 1 remember, thet we might 
fiver have salvage or not. 1 Was not eble tomtell you 
at that time which we wanted you to deal with. But 
insofar as the rite ean be affected by the figures taken 
from the books at-all, that is up to’this point, we would 
like you to consider Exhibit "136" as our presentation. 
THs CHAIRMAN ; what? 
MR. XOLAN : What the witncss is saying, Nr. 
Chairman, is, he was asked to make up his mind whether 
he wanted to present his statement with salvage or 
without salvage. He now cames before the Commission and | 
says he intends to present it with salvege and this i's rr 
the statement that he is prepared to rest upon. 


So far as your presentation is concerned; 


Fe 


A That is right. 
MR. COMMISSIONER LIPSET?: Then, wr. “daw, take this 


Zao 
es 


Exhibit "136" - so thet I may understand it clearly, 
snd the figures in Pehibit. "100 Cet 

A Yes. 

parrel that you give in sxhibit "156" is 


Q The cost per 
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That is correct. 

ind the similar figure leaving out pipeline losses for 
the moment, in Exhibit "100 cs" is 6.52? 

That is eorrect. 

And is that difference of .17¢, does that represent 

the salvage? 

mat is the éifference which is solely due to the 
change in the provision for amortization for the year. 
In other words, we have made no change in the operating 
costs, direct or indirect. The whole .17¢ difference is 
aecounted for. by the new amortization figure for the 
nine months. 

oR. NOLAN ¢ Is it not a question of whether 
you have Stacie or you have not salvage? 


res ates duc to amortizing the investment less 


) 
salvage that we have a less charge for amortization 
on the new basis to the extent of .17¢ ser birrel. 

PA COUN SSLG.ERo LAPSE Ts (Te do. not Know). ie yousras een 
something else, vr. iaw. In sxhibit "136" you gave the 
cost per barrel of 6.55¢? 

That is r ight. 

that ds the scost? 

Yes. 

MR. NOLAN: with salvage? 

That is after Sai emane for amortization during this year 
on the basis of amortizing the assets to 90%, which will 


be a smaller charge for amortization than we had When we 


amortized up to 100%. 
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That 1s what I am asking you, 1s the difference between--- 
That is the difference. 

Betweer 6.52 in iixhibit "138" and the 6.35, that difference 
ig gaused by that 10% salvage? 

That is right, yes, that is right. 

fiste NOLAN: Now that was all that you were asked to 
do, Mir. iiaw? so far as you can regember? 

I think so. 

wAJOR LIPSHTT; One other figure that I wanted to 
Bee if I understood clearly, it was in reference to this 
Exhibit "109" about which we had all the discussion before, 
Mire hiaw? 

ixhibit "109", that is the one where we made the estinated 
weighted average? 

Yes? 

Yes, I have 109. 

Mr. Maw, I have this partially clear in my mind, that Exhibit 
"109" was put in for an entirely different purpose to your 
Exhibit "100" (4) but what I want to get at exactly from you 
with reference to Exhibit "109", is, what exactly is this 


figure of $121,024 under the column "Percentage Utilities 


Assets"? 
You mean how it is made up? 


Yes. 
Well it represente, taking it from 1951 to 1958 enly for the 


time being, the figures from 1931 to 1938 represent the oper= 


ating labour ratio for cach of those years applied to the 


actual additions in indirect assets during those years; that 


is how those figures were made up, that is to say in 19388 


%5354,82,. , tmt is 28 something percent, I have forgotten 
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the actual percentage, of the actual money spent by the 
Royalite Oil Company on new additions to indirect assets 
during that nine months. 

THE CHATRWAN: That is what I was trying to get at 
this morning, why is that necessary when we are told that 
this pipeline division estinates what it needs for each par-~ 
ticular thing including tools and everything else, they budget 
for it and the budget is passed and they pay it out or they 
do not and if they do not it goes back to the Royal ite. 

But that does not cover any expenditures similar to these. 
That budget which you were looking at this morning, that only 
covers such items as will find their way into the direct as- 
sets of the pipeline department. This ¢5000 in 1998 might 
conceivably be made up of an addition to the boiler plant 

or the electric plant. 

Well it slight conceivably. 


In fact it is items of that nature that it covers. It does 

not cover anything which is an asset directly belonging to 

the pipeline departments This is only the indirect assets, 
this first column. 

You say it might be something but I say now, what is budget ta 
for here, such things as storage tanks? 

That is right, direct assets of the pipeline department. 

us Bee, and this column relates, forgive me for inter jecting 
when it igs fresh in my min@, this only relates to matters which 


have never been allocated to the pipeline division? 


That is correct. 


But they would be utilized by it as well as other divisions 
of the Koyelite Oil Company? 


That is correct. 
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THE CHATRizA NN: Kxecuse ae for interrupting. 
mAJOR LIPSiUTT: Certainly. Just to come back to 


Pores Exhibit "109". wr. awe I plead guilty to not being 
ablo wo follow it so far. This says here 1935, the first 
figure of 98,019.93? 

Yes, woll that is an arbitrary figure. 

What is that figure now? 

That is 10% of $80,199, I believe 28 cents, whieh was the 
total investment of the RKoyalite Oil Company at that time in 
indirect assets, assets that were not direct assets of any 
of the operating departments. 

And that was your, was that figure in the books then ag a 
charge to the pipeline division? 

No. 

In that year? 

No. 

Was this, what you might call, without any offense, a theo- 
retical figure which you took on a theoretical proportion. 
Yes, and it is all an arbitrary 10% basis because we did not 


gt 
have any labour ratios for years pest, to 1931. 


29517 
But the first year, 1931, 1932, aud 1935 were all so close to 
10% that I- took 10% for all years before 1931 as being fair. 


It is, as we pointed out before, only an approximate calcul- 


ation. 
I just want to try and get it clear in my mind, what this 
particular column is, it is the only one I am not quite clear 


about, your first four years up to 1928 were 10% of the 


actual capital investmat in those utility assets? 


That is right. 
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And the next three years to 1931 you took 10% through that 
period as well? 

1925 was 10j of the balance at thot time; 1926, 1927, 1928; 
1929 and 1920 are 10% of the additions each year. 

dell now coming from 1961 on down to 1938? 

1961 to 1938 is not 10% but the labour ratio percentage of 
the additions each year. 

THs CHAT: AN: You say you have to take a starting 
point so you fixed it in the fashion you nentionea? 

That is right. 

And after that you employed the labour ratio basis for any 
further caluclations? 

That is right. 

WAJOR LIPS&T?: And this column then is 10%; the 
earlier vears, of all the utility assets and in the later 
years om the labour ratio, or at least thelabour outlay, the 
labour ratio of these utility assets? 

Yes, the additions each year. These are the year-end balances, 
they are not the percentages of the year-end balances but of 
additions or reductions in the year-enad balenees of each year. 
In other words we start with $80,000 worth approximately. 

Now the next year the additions were 48,896 and in 1927 the 
additions were $334,096. 

But in those earlier years the first year you have any record 


of, was there any charge at all or allocation as between what 
was then the siain business, the produeing end of the oil and 


the pipeline, was there any allocation ia their books? 


Of the assets. 
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Yes? 

No. 

were those assets all taken on as part of the produstion 

end? 

Well, of the production end. 

What I mean was the pipeline at that time treated as com- 
pletely ancillary to the main business on the books? 
Approximately on the same basis as it is now. There were 
direct pipeline assets in those years and there were direct 
serubbing plant assets and there were those assets which 

this column represents such as the boiler plant, electric 
plant, forge and machine shop, warehouse, garage. 

Well does this column of "109", does it cover in the period 

on the basis that it is made up. exactly the same assets as 
ee covered in this item cf $324,252 in’ Exhibit {A). of 1007 
Yes. 

They are the same items? 

That is right. 

I appreciate that the two exhibits were put in for two en- 
tirely different purposes, Mre iiaw, but I do want to put this 
to you that, is there not some inconsistency in putting before 
us two exhibits for the purposes of this Hearing , one of 
which exhibits, in one you treat these assets as of the value 
of $121,024 and for the purposes of the other exhibit you 
treat them as $524 ,252° 

There would be an inconsistency if I considered that on sxhibit 
"109" I was attempting to arrive at a valuation of the assets 
today but I am not doing that on wxhibit "109". On Exhibit (A) 
of "100" I am putting a value on the assets today. 


Yes, but you are putting in Exhibit "109" on this theory, or on 
> 


foas 


4 .Maw 

0-4 ~ 3007 © 

6 
your basis of what we would presume to acsept as a fair 
statement nf facts, and in the other Exhibits you are putting 
to us something which you ask us to accept also on the basis 
of which these facts are very nearly three times as great, 
that figure is nearly three times as great, and what I would 
like to put to you is this, we have heard a great deal about 
carrying the thing to its accounting conclusion, it seems to 
me there must be something that requires an explanation LE 
in order to present tvo results you have to give us as com- 
parable figures $121000 in the one case and $324000 in the 
ot her? 

A Well the only explanation that I can give you is this tmt in 
Exhibit "109", in preparing that Exhibit we felt that to ar- 
rive at a weighted average number of years during which the 
investment would be employed on the basis of amortiging by 
Decenber Zlst, 1947, that to arvive at that period of years 
we should consider some investment of indirect assets as well 
a the direct assets and although we do not know of any met hod 
by which it can he dono absolutely correctly from a mathematical 
point of view, we considered ier we were giving a fair repre- 
sentation to the utility assets for this purpose, by including 
thi first column in Exhibit "109", 

Q And woulda there not be some doubt as to the value of tha ine 
ferences which should be drawn from either txhibit if what 
apparently is the fact, or your acceptance of the correct 
figures from the books, if there is that variation in the two 
Exhibits, I mean whether it comes from cnc iixhibit or another, 
Would there not be one fast that you would follow through as 


: h ; 4 2 
your expenses and on which all your submissions would be hased? 


4 I think-<- 
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Q I am not putting this forward as a criticism but TI am trying 
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to find out what it was? 

The way I looked at it is this, in 1938 where we have this 
much larger figure of 324 thousand, that at tit time the 
pipeline division was of such importance in the company and 
taking up so much of the company's assets, that it is only 
right that it should be looked upon as using the company's 
assets to a larger extent in 1938 than it did in the earlier 
years when it was not transporting nearly as much oil. I 
think that is the justification for having the larger figure 
at 1938 than in the earlier stages. we are trying to make 

@ picture of the pipeline operations at 1928 in -xhibit "100" 
(A) and if you will look back--+ 

THE CHA InwaN: Is it not something more, are these 
not, in this figure of 384,252.85, have you not computed the 
assets of the kind allocated to the pipeline department as 
shown on Exhibit "14"? 

No« 

you have not? 

NO« 

They are additional? 

They are all in the next figure above, the direct figure, 
$1,227 ,320.41. 

Supposing the pipeline department is severed today? 

Yes. 

What, according to your allocation, in mon¢y8 worth, would 
they be entitled to walk away with in the way of equipment 
and tools and so on? 

Phe whole of the first figure. 

The whole of the first figure? 


$1,227 ,320.41. 
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Yes? 

Plus half of the additions for 1938 that are not inoluded 
in that figure, bringing it up to pl,405,150.56, that is 
what they would be entitled to in direst assets and then 
they would be entitled-+= 

G1 ,465,150.56? 

Yes, and then they would be entitled to these direct assets, 
these are theirs and there is only~-- 

What did you say about half of 19387 

That was changing this figure of 1,million two hundred and 
twenty seven, to bring it up to one million four huddred ana 
sixty five, because one million four hundred and sixty five 
are the assets, of course there again-~~ 

MAJOR LIPSET?: That addition is shown? 

You asked me what assets they would be entitled to, that ,I 
Should say are the assets plus such items as the 6-inch loop 
that is not there;any physical assets which they are entitled 
to today, we could give you wr. Morrison's figure on direct 
assets. | 

WAJOR LIPSETT: That te the o1,1oo0,197 Lf" yourwit) 
agree? 


It is about 156 thousand dollars, yes. 


MR. NOLAN: I have it here. 
$1,306,368.48. 
Mk. NOLAN: The witness is reading from page 23 


of lixhibit "88", being bir. Morrison's report. 
Those are the direct assets which belong, but then they are 
also entitled to consider to some extent the indirect assets 


in some proportion. 


THE CHA IRIAN: Yes, one would think 50. 
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wWAJOR LIPSuTT: In wire Morrison's report Exhibit 

"68", page 23, kir. Kaw? 

Yes. 

At the footnote he says "the net value of the pipeline 

assets is $1,166,197.25 which is the above amount of $1,506,368 .4A 
less depreciation written off amounting to $140,171.23" 

That is correct. 

Now is not his figure, $1,166,197 as compared with your figure 
in Exhibit (A)+-- 

No, no, because my figure also includes the $140,171.23 which 
Mr. Morrison has put back. I put this back too, that represents 
mainly the old 4-inch line, the first 4-inch line, E mean that 
is the major item in that and that is reflested in my balanoae 
just as it is in Mr. Morrison's balance. 

THE CHATRwiAN: In a word, what in your opinion, taking 
into account the indirect, their percentage in the so-vcalled 
indirect assets, what money interest have they in the koyalite 
Oil Company if it is found necessary to sever them today, of on 
the lat of January, 1939, that would be your $1,465,156.56 

plus what, a certain percentage of indirect assets, would it 
not? 

Yes. It is extraordinarily hard to answer that question in 

that way because if you separate the pipeline division from 

the rest of the company today-~-- 

Yes. 


You would have to leave those assets with either one side or 


the other, you cannot split then. 
Ma. NOLAN: But the Chairman says their money 


value. 


THE CHATRWAN: I quite appreciate that, and that is 
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why I ask you to take their money's worth, if the pipeline 
company were severed tomorrow, it would not leave necessarily 
all its assets, nor would they take them all away. Now you 
have seen fit to make applications between those two hereto~ 
fore, now make another and tell me in money's worth as nearly 
ap you can. 
I would have to suggest $324,252.85 as shows on Exhibit (A)-+- 
a THE CHA TRAN; As so often happens I might be coan+ 
fused, I thought you had got $1,145,000? ; 
A Ne, my Lord, I substituted, for one million four hundred ana 
pixty five thousand, I substituted the figure shown on lr. 
Morrison's statement. 
MR. NOLAN: It is on page 23, Mir. Maw, of Hxhibit 
756". 
A %1,506,368.48, that is the const of the capital assets on Lire 
Morrison's Dasis and there again 2 am afraid I am in difficul- 
ties again because his views of cost is not the same as mine. 
Q Yes. 
S0 it is a little hard, you see my figure off fixed assets,: of 
fixed investments, does not pretend to be the fixed assets 
that they have now but the money which they had sunk in the 
fixed assets and I will have to make quite a caloulation-~- 
2 Supposing they were going to take that money out, they ought 


to have a fair share, should they not, in accordancey ith 


what one might fairly estimate, of their contribution? 

4 L think what they should do if you are going to separate them 
today is to remove the actual direct assets of the pipeline de- 
peeneent irrrespective of what value may be on them, take them 


away and say those are now ours ,belong to the new company. 


Q Yes. 
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A And then as regards the indirect they should say Sieenes 

enjoy en interest in those assets and as they cannot be 
split up you must give us some capital to represent the cap~ 

ital interest in those ussets which we have’and I think that 
that should be $824,252.85. 

Q After they have taken away? 

After they have taken away. 

Q Every asset which has ever been allocated to that department, 
what you call the direct? 

b Treat is right. They will take away all the direct and in 
addition their interest in the indirect is $324,252.85 less 
the amortization reserve on it. 

Q And do not the direct appear in the books, that is the amount 
Gn Exhibit "100" (a)? 

A We have allocated the reserve of 4%166,568.45 against the 
$324,252.85. 

Q MR. NOLAN: Wo, what the Chairman is saying, now, 
what is the value of the direct assets of this pipeline com- 
pany that we can confirm, can you go to the books and get the 


figure? 
A On one basis, yes. 
Q wAJOR LIPSat?: Ts that not this one million two 


hundred and twenty seven thousand plus a half of the other? 

A Not quite because that ¢1,227,324.41 plus helf the additions 
of the year includes also the money we have spent in assets 
which were no longer, which we no longer have, like the 6-inch 
loop. 


a You get all those assets? 
A All the assets which are left in that figure we get those? 


Q Yes, and then you get in cash §324,252.85, both less deprec- 


jation? 
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A Less, yes, less 41606,564.4é6. 

Q Now then? 

A Approximately 4%160,000. 

Q That is on two ites? 

A To yepresent the net value of the indirect assets, the 
$160,000 represents our interest in the boiler plant and 


the steam plant. 


(Go to No. 3664) 
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A. Maw. 


Q Would there have to be added to that, in sddition, 
faa410.000,00 you tdvs in the peek? 

Q THE CHAIRMAN: The money in the bank. 

I am sorry I do not quite understand that question. 

Q (eel. bos tONER GEPSe Ts I say in addition to 
these direct assets, and (}324,000.00 less depreciation 
of indirect assets, would this new company have in 
addition the .410,000.00 that is in the bank in 
cash? 

A Yes, it will have that. It will heve that, but if 
it hes that it will have to deduct something from 
the amortization reserve on indirect of »75,453.55. 

TH CHAIRMAN: I wonder if it would not 
be more convenient, Mr. Mav, and much better, if 

you at your leisure worked this out. So that Mr. Nolan 
willdunierstend my simple language, assuming this 
Department was to be severed from the rest of the 
Company tommorrow, assuming that the time came we 
recommended that and that recommendation was acted upon 
by somebody capable of enforcing this requirement. 

MR. NOLAN: Tomorrow* 

THE CHAIRMAN: Tomorrow, or let us say 
the lst of January, 1939. 

Ok is Yes. 

TH? CHL IEMA: It would be easy to work 
iver. “net is properly allocated to the company in 

the way of assets or cash in the banks Of course, 
converted into cash or put in any way thet accountants 
would think appropriate, to associate with that severed 


body. This may never come to pass, but the calculation 
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may be well wort while. 

IR. WNOLAT: | Ye have another point, 
in the first place, on what basis are we going to 
value our capital assets? 

A I think the best answer to that question would he for 
es tO SUDMItT..+20. 

TH.i CHAIRMAN: The accountants have 
been working for a long time on these cepital assets 
associated with the pipe line. 

ithe NOLANS But we are not agreed 
upon the basis upon which we are proceeding. 

THs CHATRIA: No, and I do not suppose 
they ever will be. 

iv. NOLAt: bose Bat 410 Vs take our 
basis of the cash value of the capital assets, we oan 
sey to you firstly this is the amount of money that 
the pipe line has in direct assets. 

TH! CHAIRVAM: Yes. 

Met, Olt: Then you have to add one- 
half a year for the amortization on the additions: 

A Yes. 

G Then the next stage is the interest the pipe line company 
has in those indirect assets which have been jointly 
used by it and other departments, and they might be 
reduced to a figure. 

BAe «Cah iAMal s Yes, quite. 

ROMs And there Will be an 

answor which will represent what, in our opinion, is 

the worth in money, cash money of the pipe line depart- 
ment, direct assets and indirect. 


PH! GUALREAM: Yes,quite so. 
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Mii. NOLAN: Do you understand that? 
THE CHAIRMAN: And that, I take it, will 
include just such things that have been budgetted for . 


from year to year, peculiarly relating to the pipe line 


department. 
MR. NOLAN: As direct assets? 
THE CHAIRIVAN: Yes. Then we would 


have all of the asssts, according to the theories of 
the accountants of the company, and they should be as 
concerned with seeing to it that they only get a very 
fair share changed into this Pipe Line Department, 

no more and no less. Then if ir. tiorrison has any 
theories to advance or any other accouhtants, we will 
heer them. 

Pe ODS Do you understand me, 

Mee iaws 

Yes, I do. I think ve could get that tomorrow morning. 
I am. not suggesting anything that you should do that is 
not possible of being done, is it? 

"@1l1l I suggest, Mr. Nolan, we have already done that. 
Show me where, because that is whet the Chairman wants 


to see? 


THs CHAIRMAN: There is no use having it 


4 


done egain if it has already been done. 

IM? NOLAN: ye will be giving you 
the same figures that we have already presented. 
1411 this be shown by Sxhibit 4 of #xhibit "100"? 
Mo, it will not. Plus additions..... 

The Chairman is not getting a figure. Every time 


we give hima figure it is plus something else he has 


not gote — 
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A ixecuse me, Mr. Nolan, iI think I have given him that. 
G Ail right, if-it.is in another axhibit, it certainly 
PornO, in exhibit A. of "00"; 
THs CHATRAN: As I understand ur. waw, 
lr. Nolan, he can without great difficulty, have this 
prepared and thought out by tomorrow morning? 
A Yes, we can. 
Q I think it would be more satisfactory tu him as well as 
to us if he did that before he put it in. Think it 
Over earefully I mean so he will feel it is his considered 
opinion’ 
4 Meo, Ii think so too. 
tute NOLAN: “e seem to be understand- 
able to she accountants, ir. Chairman. 
m7 THE CHAIRMAN: Mr. lav, may I ask you 


this. I have not ny associate's facilities with figures. 
This great mass of accounts is simply bewildering to 
mee I am just wondering if I oan understend saxhibit 
#136" which is the last exhibit you have put in. 
Now on your own theories, and no one else's, you have 
invested capital in this pi ve line of ols LIS poms Gd, 
is that right? 
A That is right subject to the nots on ixhibit A which 
reads: "The investment shown above represents the 
balance at the beginning of the period plus one-half 
the additions for the period." xcept for that, that 


is correct. 


q All right now. Let me make a note of that here than. 


ones May I dictate it to you, 


Sir? The investment shown above is at the end of each 


period...<.. 
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ete Wt. Lea Ys There is only one period 
on gxhibit "136". 

Mx, NOLAL: shen we will change it. 
The investment shown above? 


Represents the balance..... 


TH CHATRIA: Yes? 


Lm. NOLAN: I am lost not. 
gneve te all right. 

eve OLATN That is all right to 
that point, but where do we go from there? 

Carry straight on. 

bs ie the lst of January 1938, plus one-half the 
additions for the nine months ending September 30th, 
19387 

ena ;i Should ‘add one further remark to that, that tha 
note applies to that part of the investment which 
consists of capital assets only and not working 
capital. 

tee, COM ToolCls: Lire’: “hat i wanted, and I 
think the learned Chairman wanted,’ as a rate per 
barrel, cost per barrel on your basis brought right 
down to date. You give us what I took was your cost 
per barrel here, but now apparently..--. 

It is our cost per barrel. 

It is your cost? 


NaS’. 


Then when you come to the revenue return is the 8.86 
cents that you shov as showing a 10, return, is that 
on your total capital right down to dste, or is 

that only based on »1,195, 000.00. 


mye 6 based on 31,195,000.00. 
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A. law. 
Q “hich my lead to serious error? 
A Noe ‘@ consider that is our investment, for the purposes 
of obtaining a return on our investment. 7e do Hot 
take a return on our investment as it is today, but 
our return on what is approximately our average invest- 
ment during the period, during the period of nine months. 
qQ Then if your figures were accepted throughout, in this 


Hxhibit "136", take your last figure, a rate of 11.38 
cents would give you 20) on all the capital that you 
in your estimation have in the Pipe Line Division. 

A Or had during the period, I should say, had during 
this nine months that we are discussing. That is the 
capital which I had invested during that period and 
11.38 cents will give me 20% on it. 

Q Putting it another way so I may understend it. 11.38 
cents per barrel is the rete that you are suggesting 
today that will give you 20%? 

4 Subject to the considerations which do not appear in 
the figures...... 

Pies Gaal AN: Subject tu the consider- 

ations that do not appear in the figures. Wow what are 
they? ‘eg must get that straightened out. 

ER <NCLAT!: Ve Qid this. “.e have 

bean over this, but we will go over it again. ‘hat are 


the tvvo points’ 


Se LOoL Uo: Isle es ix. Nolan, before you do, 


what we were asking for was your final cost. 


Me. NOLAI: That is right. 


MR. COMIISSIONsR LIPSalTs Brought down to a rate 
per barrel. 


THE CHAIRIMAT: Not subject to anything. 
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Ae liawe 
Q Lx. NOLAN: You oannot do it? 
A I have, as far as I oan.. The 11.38 cents, that 


was made on the figures from the books, but I do want 


to point out that that is a rate whish applies onl 


ee Be 


to the year 1938. a 


oc, 


THs CHAIRMAN: Yes. 

A The nine months to September 40th, 1938, and a similar 
figure for 1.39 must be higher. 

Q Lit. NOLAN: Be ea use? 

A I did go into that before. 


Give it to us again, ina word? 


SO 


A For one thing we put in an exhibit to show how much 
larger the amortization charge alone will be in J939, 


and higher operating cherges each yeer from now on. 


So that I say subject to the considerations which we 


ie 


cannot show from past figures, 11.48 cents is our rate 
as taken from the books. I wanted to make it quite 
clear we were not suggesting that as a fair rate, 
Brees are other considerations which you cannot get 
out of the books which render this rate quite insuf- 


ficient. 
TH! GHAIRIAN: Vell you ean get your 


& 


higher amertigation out of the books cannot you? 

4 Not for the future, no, because we do not know what 
additional soapital expenditures we are going to 
amortize in the future. 

@ Mi. COM ISSIONuR LIPSsT rs Then what should be added 
in order that we can arrive at a rate? 


4 That is a different question. 
C, ieee NOLAN: Answer to the best of 


t ies « 


your ability. The Comiission wants to know if you think 
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something should be added to the 11.38 cents, what that 
addition should be and your reason for adding it. 

THe CHAIRMAN: Quite so. 

May I defer that till I have made the calcula tion? 

Mr. LOLAN: Will it take a minute? 

No, it will take a little longer than that. I want 

to translate into cents a barrel the increase in 
amortization for 1939 alone for one thing, as a basis 
before I so any further. And that would take me a 
little time. I can give you that the first thing in 

the morning, and I can answer tla t question then to 

the best of my ability. My opinion on that will not 

be a very’ valuable one. I can give it to you for what 

it is worth. 

line NOLAN: “ell that is all the 
Commission will take it for. 
THs GHAIRIAN: You are asking us to make 
some allowances aren't you? 

Yes. 

I say you are asking, I mean the people whom you represent 
are? 

Yes. 

And if you heven't any opinion about it how do you think 
we are going to come to one: 

I have an opinion about its 

And you would have reasons for your opinion, or you 
would not forn it? 

That is right. 

ell that is all we want. You see, hir. iaw, Ultimately 
out of this mass of figures something must orerge - that 


we have in all our statements, others as well as your own - 
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something must emerge. ‘Je naturally are trying to 
simplify that?’ 

v) Guite. 

Ci And get your viewpoint as simply as possible, end 
right down to the last word you ae to say in 
respect of what your submission is that we should 
find? 

A Yes. 


Q fo if this return on capital of 20j would be 11.38 
cents a barrel - you say well that is all right so 
far as it goes, but there are certain other consid- 
erations which should give a higher rate? 

That is correct. 

Q Per barrel. Well we are not going into the dark to 
guess about that? 

Ls No. 

Q We want you and anyone else who can help us to tell 
us what these considerations are and what they lead 
To un SF Leures ¢ 

A Yes. 

Secording to your best estimation? 

“hat I was asking to point out was that up to the 
point I gave you the 11.68 conts, these figures are 
all based on facts which have been recorded in the 
books, but for the future the reason that 1 cannot 
take my 11.38 cents into actual figures any further, 
is because I do not know whet the figures are going 
to be in the future. I can make an estimate. 


Q Cannot you from the history of the past make estimates 


as to the future? 


A Yes. 
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@ Helped as you are by the budget which has been passed? 

A Yes. That budget is part of my consideration. 
MR NOLAR s I have some sympathy for 
the witness because an accountant's mind goes to books 
and figures that are there, and it is what he as evolved 
for us. Now he is being asked to make an estimate. 
THE CHAIRMAN: They show surprising mental 
agility when they talk about labour ratio bases and one 


thing and another. 


bts NOLAL: And what has happened. 
Tis CHALTRUAT: Yes. 
Mk. NOLAI: And now you ere saying 


to cast your mind ahead. 


MRe FRAMLIYs On their idea of what has 
happened. 
fee COM TSSICNAR LIPSiTT: Did you say ideal or idea? 
THil CHATRIAN: Is there anything else‘ 
PR .MOLAT : | That is all we lve. 

C Ie. PRE! LaYs Do I understand now you 


are going to come in with one last exhibit with an 


estimate? 


TTS CHAIRMAN: Ho, tWoe 
Q Reeth Leys “ith two last exhibits 


which will be something that you would be satisfied 
that the Commission should fix on the rate for this 
pipe line lane the year 1939? 

In my own opinion, only, yese 

‘ell, an estimate’ 


That is right. 
Because 11.38 cents is what the rate should have been, 


oOo F&F ff > 


allowing only 20j, whet the rate should have been say 
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on the last day of December, 19387 

A That is correct. 

Q The rate was 15 cents, but of course that showed a 
greater return than 22%? 

e That is so, subject as I say always to the considerations 


which I am going to try to estimate, that is to say, 
extend over 1948 as well as in the future. 

Q Yes, I thought this meant, at least it means that the 
cost per barrel, without the rate of the return, the 
cost per barrel alone was in 1938 6.35 cents? 


A That is right. 


Q “hen you add the rate of return you do it at variable 
rates? 

A That is right. 

q And 20% gives you 11.38 cents? 

A That is correct. 

a) So that if you had been carrying oil and charging the 
Imperial Oil 11.39 cents per barrel for the year 1938, 
you would have had your cost back plus 20% return on 
your money? 

A That is correct. 

Q Wow we are going to see what you should charge the 
Imperial Oil for the year 1939, getting your cost and 
20% on your investment back? | 

A That is correct. 


THs CHAIRMAN: I suppose it would not 
be difficult to show that calculation made on your 
various percentages? 

4 No trouble at all. 


VR.NOLAN: We intend to do that. 


~~ 
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As Maw. 

Mee SRA SY? And the Chairnan wishes 
it to be put on wixhibit "136" with the further matter 
so that it will be all on one sheet of paper. 

A Theat is correct. 

Gi Am I right in saying there are now in the main jw rhaps 
altogether just three points of divergence between your 
submissions and ix. Morrison's? That is the allocation 
of the indirect? 

A Yes. 


Q geo Vulld-Gp of the capitalcc.... 
THis CHAIRMAN: fake tnoat slowly will yout 
Three points of divergence? 

Q Lik. FRA: LsY: Three points of divergence. 
The allocation of indirect costs? 

A Yes. 

G The build-up of the capital assets‘ 


A Yes. 

Q. Both direct and indirect? 
Lh Direct only. 

Q Only direct? 

A I think. 


The build-up of the indirect assets are affected by 


ey 


c~ 


the fast you have two different rates of allocation, 


rates of percentage? 
A Yes, that is right. 
( So that is we take into the allocation the indirect 
BOG L Sie oo 
TH CHAIRMAN: You have to build up 
the capital assets? 
GR. FRAULSY: The capital assets, 


direct and indirect? 


punch wrth 


ai 
Ce TONED ba apna Ag 


es 
oe 
oR, \ 3y 


at ate a: baby Gale ad ra cit 


‘ ra re rs caren fr 
od ee wm BR ey 


ang Aved Dies See a an eC og ae ae Or 
a 3a Bere: yee © i: ‘i i. ." avid + at 0 Le 3 
fh 


+ : ) 1 ys ivy i 


Se Sauer erie 
68 Heath he 0, 


° x spe sata 
4 tee 


Bee. ets ty "ad Rg onacdn pe whe 8 
' aN she he "3 


s + ' ~ » te i 
q i ; M 


TH4 
13 ~3676~ 


A, Maw. 


A Yes, that is right. 

Q PHoo CHS IRAN: Direct and indirect? 
You include indirect now do you, lar. Maw? 

A As being. different in our own presentation and ir. 
Morrison's yes. 

@. Ti PRA' LEY: The build-up of oes 
direct is different for one reason, and the ehinauie 
of the indirect is different for another reason? 


ye) That is right. 


q And the last point of divergence is upon the rate of 
return? 
& That is right. There is one other cifference too, the 


tank rental. I think that is about all. 

S Then we will add a fourth one to the item of direct 
costs, namely Rental of Tanks? 

4 That is right. 
ih. NOLAs: lL’ wonder, Sir, “Lf far 
Frawley eculd put it to the witness, there is one 
reason why we differ on the direct and another reason 


why we differ on the indirect. 


Bice ce ue y There are different 
reasons « 
Mi. FOLAN: I wondered if the witness 


could not put thet ina word. You follow me do you, 


SLT? 


4 CHAIRMAR: Yese Mr. Frawley, 


Ge Mie FRAVLIY: Mr. aw, it is suggested 
that along with each point of divergences the reason 
for the point of divergence might be set down. “ith 


respect to the allocétion of indirect costs, why is 
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there a point of divergence? 

oe Because we use different basos. 

@ You are familiar with ir. Morrison's aden as well as 
your own. ‘ould you in a word describe them for the 
record? 

MR. NOLAN: Only it is a difference 
in the labour ratio basis. 

MR. FRAWLSY: All right, a difference 
in the application of the labour ratio basis? 

A & difference in the labour ratio basis throughout, 


before its application. That is ir. Morrison has 
used the total payroll labour basis and we have used 
the operating peyroll labour basis. And then we 
have also applied them differently. 


Q@ Yes, I think at the moment that is enough description 


of it. 
q TH CHAIRMAN: There are two differences, 


one is they take a different labour ratio basis, and 
they apply them differently, is that correct? 


A That is correct. 


Q. L:R. FRAWLEY: With respeot to the 


build-up of the capital assets, the direct capital 


assets? 
4 Yes. 
Q The divergence there is what? 


Is thet we have included with the direct assets all 
the cash which has been invested in direct assets, 

less the cash which has been realized from the sale 
and retirement of direct assets. Mr. Morrison has 


ineluded the direct assets which are still not used. 


q Eliminated... 
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4 Hliminated expenditures on assets which have ceased 
to be useful. 

a Sliminated the cost or the investment in capital assets 
which are not now used or useful? 

A That is correct. 

0 then the third is one satter in the direct costs. There 
is a divergence there and that is vhat and why? I ata 
talking about one item in the direct costs, namely the. 
question of rentel’ 

b Yes, we have included the tenk rental as a direct charge 
in 1938, 

& Because the coitpa ny paid it? 


& uxactly. 
CG And iix. Morrison has eliminated it because in his 


Opinion, and on certain advice, it is not a proper 


charge? 
vy Ves, 
&, The last matter is the rate of return and that is 


aeommaaaneant AME RED ATR HOLY W HOLE Pe CSG 


Just simply a silvers os, ines feel 20% is the 
proper rate of return and wr. Morrison has given his 
opinion as 82%% 
y) That is true. There are small differences in the 
indirect assets, but that is only because we have 
applied different percentages to the total and 


including the Pipe Line Department's share. 


ei Now, ir. viaw, perhaps I canstart off with this 
question. Your Company has been auditor of the books 
of the Royalite Oil Oompany for hot any years’ 

A It will be either five or six years, I am not sure. 

e The fifth or sixth year. You are quite familiar 


with what the situation was say tWo ycars ago, and 
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A. Maw. 


last year before there was any Question of fixing 
the pipe line rate either by the Board of Publie 
Utility Commissioners or this Commission. You are 
familiar with what the situetion was at that time? 

4 Ll was familiar with their books. 

a You were the auditor at that time? 

A Yes. 

@. And at that time you know what they did was to retire - 
they meade allowances each year for the retirement of 
the capital assets on the basis of 10%? 

A They depreciated the assets at the rate of 10%. 

Gy Which meant that they put down in their costs every 
year an item of 10% of the value of the cepital assets. 
It was, in other words, a desire to retire their 
investment in ten years? 

A That is. rignte 


And that meant that the assets; as you studied the 


& 


picture two years ago and last year, it meant that 
the assets which had been purchased ten years ago 
or more had been fully retired in the books of the 
Compa ny? 

B That is right. 

Q And the assets which viere purchased & ysars ago were 
retired one-half in the books of the company: 

A ‘ell we will say they were depreciated one-half. 
The asset was still there in full but it had a reserve 
of about one-half against it. 

G Amortization and depreciation for the purposes of 


this rate case or this Commission, there is no 


difference is there? 


4 Not really, NnoO« 
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Q So the assets which were purchased 6 years ago 


there had been provision for their retirement to the 
extent of one-half? 

A That is right. 

@ And assets that had been purchased last year there 


had been provision for only a small part of their 


retirement? 
b That is right. It is done on a monthly basis. 
C. Why, When you were asked or retained by the Company 


for the special purpose - by the way this is a special 
retainer of course, is it not, to come to this Com- 
mission and present this case? 

A Yes. 

C “hen you were specially retained to present a case 
to this Commission why did you not take the thing 
as you found it, as is, as we say sometimes, as 
you found it in the books of the Company, and say 
to this Commission "A certein portion of our assets 
have been retired. compistely --another portion hes 
been retired 50% and some 1/10 and some not at all¥ 
and presented to this Commission the capital invest- 
ment based upon what actually had taxen place and 
vas taking place in the Company's books, and for 
él we know is still taking place in the Company's 
books today outside the veils of this Court* 

v2) ‘hy didn't we, in other words, teke the books as 
is and present them? 

Q Yes? 

A ‘fell mainly I think because we think we get a more 
accurate picture witn our own presentation than 


we would have by taking the figures from the books, 


er 


they 
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and making no adjustments to them. That is quite a 
DLOAde + +ee 

The books were properly kept and kept by a reputable 
accountants and efficient accountants? 

Yes. 

Vhy didn't they present a true picture for the’ purposes 
of this Commission as much 4s for the shareholders of 
the Royalite Oil Company? 

“ell to take the question of depreciation alone, which 
you have suggested to me. mainly in this question, in 
my own opinion the rate of depreciation used in the 
books was governed probably to a considerable extent by 
Income Tax considerations. 

Well, for whatever reason it was they adopted them, 

in their books, why is this Commission not shown 
the precise facts as disclosed by the books, regardless 
of where it may lead or what the consequences were, - 
and you could say "Here is what we have been doing. 

Ve are satisfied you should fix your rate on the 

basis of what these books show.” 

‘hen you ask a question really as broad as that I 

think I oan only give you a broad answer to it, 

that we are asked to produce a statement for certain 
purposes, a purpose which is different from the 

purpose for which the books were kept. deal 
Why? ny ¢se-it a- different purpose? Theat is my 


question? 
The books are not kept with the thought in mind that 


you might have to, from the books at any time value 


the pipe line operations on the basis of the operation 


finisning at one of several different dates in the future. 
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A. New. 
That is none reason where the figures in the books camnot 
help yous 

Q Just @ minute, is not that just what the books have done? 
‘hen yl0vU,000.00 was spent on a piece of equipment in 
1927, say, the fect thet they take back 1053 in 1927 
ang 10, in 1928 and so on, didn't that moan that parti- 
cular piece of equipment was finished as far as the 
Company vas concerned in 1937? 

j Noe 

a) “hat did it mean then? 


A It meant that it would be fully depreciated in 1937 
but it did not mean that they would cease to have any 
use for it. 

Q It would stand the Company nothing on the books? 

4 No. 

C It would be fully paid out in 1937? 

A That is true. But for that reason they would not discard 
an asset and say it was no use to them. AS witness 
the old four-inch line. That was fully depreciated on 
the books. 

Q Yesf thet is it. “dhy wasn't that just left ‘ont? 
The Company had fully depreciated that. 
THs CHATHUAL: I suppose what you really 
want to know is - I thought Mir. worrison was working 
on it wasn't he - where it would lead if the Company's 
books were followed throughout. Is not that a state- 
ment you were asked to get? 
bP RAV LUY: Yes, that is true, Sir, 
but I wanted to see how far the witness will justify 
the departure, and there Was a radical and wholesale 


departure from the books of the Koyalite Company, which 
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you in your own judgment, thought you should meke? 
a) That is true. 
G I want to get at the basic underlying reasons for 
leaving the books of the Company which primarily 


you would admit are at all times the best evidence? 


& I did take all my figures and facts from the books. 

4 Yes, but you changed them around, »roperly and all 
that’ 

A Yes. 

Q But you changed them around for presentation to 


this Gommission, guite different from what the books 


would have said if they could have spokon for thenm- 


selves? 
b that is true. 
MR. !iOLAM: Ye all did that. 
MR. FRALEY: Quite. 
Q Mae COMVISSIONI2 LIPSETT: It goes a little further 


than that. You as the accountent of this Company 
have for several years been adopting a particular 
practice of keeping the books, and approving of them 
as fair between the different departments and the 
shareholders, and giving, I »resume, a clean certi- 
ficate each year, and now without any explanation 
so far there has been an entirely different basis 

adopted from the one which you have been holding out 
to everybody as one means one up to date: lam 
interested personally in knowing what is the reason 
for the change. 


A Are you referring to the assets or the operations? 
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Are you referring to the assets or to the operations? 

To the whole thing. I cannot see on your present basis 
that a more favourable statement of what the rats should 
be to-day, but [ would like to hear why you justify it | 
at all and on whet logical basis from beeen ble TO: end 
you are adopting an entirely different systum from the 
e'e Wiven has been adonted un to date? 

eee toink tie Teoson Lor that is this, thet) it) has 
never before been necessary to segregate the »rireline 
eoetacvous Iron the rest of the account as it has been 
Bow, end if that necessity had arisen in the earlier 
years I think that all the points on which we have made 
changes would have arisen then and probably very similar 
facts, and the whole method of bookkeeping would have 
been made. 

THi CHalRiiaN: That would not have touched 
your 10% depreciation, would it? 

It might or might not have. 

The assets might have been distributed with grester care 
end all thas? 

re OR LErsiTys was not 10% depreciation taken 
off, in relation to all other departments? 

trae ecnersal way, yes. I wean there are.different rates 
to -ditrerent assets but in a-general way the rate of 
devreciation was, in the books, has becn the rete of 
denreciation allowed by the income tax department, 

tit is @ yery common practice. 

and that has been adopted by you during all these years 
as proper accounting? 

Yes. 

Il mean your firm? 

Yes, 


I am not now speaking of you, end that would, would it not, 
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so 


show that the Capital account to-day was Substantially 
less than the figures that appear from this new principle 
Which you are presenting now? 

mee snaclittle bit less, oh, in net value, yes, Substantially 
Press: 

Yes, and in consequence of that, the amount of ratio 

per barrel which would provide for this incone payment of 
10 or 20j0, whatever the figure iS, would be substantially 
less than you are AShEae-us Tor rrs how, would it not? 
Yes, it would, but I would like to say though for 
Durposes of segreg»ting the vineline from the rest of the 
company, I think, we have a much truer pieture than the 
books can give you. 

es SCl Rays i SUPPOSE Vou 6ay.” in eriect, 
tots, that while the income tax denartment, Provincial 
and Dominion, have allo ed 10% depreciation to all 
companies of this character, you, together with all other 
companics, have been glad to avail yourselves of it? 
fet is iright. 

But that it is the job of this Commission to fix upon a 
proper rate -rrived at under a proper basis? 

That is right. 

Quite regardless of what b sis the companies have 
heretofore set un? 

Piet 2s ar Leht. 

4nd quite without regard to the considerations which led 
them to take advantage of what the Governments have 
allowed as depreciation for ineome tax »nurndoses? 

Dato be: right. 
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we will come to the conclusions to which you have arrived? 
& Pat iss eieht. 

WAR. PRAwihy: That is what he is saying. 
a) Med OR LIVSETT :: and that oractically brings us 
to this, that in 1926 you were fixing the Ife Oi Gas 


| field for this pipeline at twenty years, was it not, you 


were taking a period of twenty years fran 1926? 


y 
Fd 


LR. FRAWLEY : Twenty years?. 
Li No, we took t\n years from 1936, ten years from December 
Sist, 1956, twenty-one yexrs from Jenuary lst, 1926.- 
Q Peon okie SaTT ¢ are you t&ing th» ten year 
basis for the assets which are out in in 1957 and 1938 
SG rore you Gaking everything backeto 19267 
A Oo, seach year's additions are amortized over the neriod 
eipyeers, between the year they were -.dded ‘and the ‘end of 
Sup period, that is the 1926 ones were amortized over 
twenty-one years; the 1988 over approximately eight yearSs, 
Peom tenoring this difference of nine months. 
a Yes? 
A That is the way, and, as 1 pointed out before, we will, 
on this same basis, eventually have to amortize all 
future additions over a much shorter period with a 
cosequently much higher cost each year. 
Q Does that not bring it to rather an alarmiag result, say 
in 1945, you might turn around and spend a half million 
J dollars and say you have to get it all back from the 
rate in that year? 
A Wee of course, in 1945 you would not be im a posit on 
of having to guess eight years ahead again from there, 
I mean we cannot settle in 1958, to-day, what we may 
have to spend in 1945. 


Q well, take any year, take 19417 
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at you spend halt a million dollars 4x7 1941, you say 
it should be amortized at the rate of 20% per annum? 
That is right if we feel the ficld is going to be 
finished in 1946, that would have to be, and I think 
the time will undoubtedly come when,....,, 
TH. CHal Avian: Ehat is the basis, of course? 
When the question of the wisdom of outting in large 
capital expenditures will became of major importance. 
Doesn't it arise to-day when the Suggestion is made that 
the rate Should cover $500,000.00? 

ft is to-day 4 matter of importence, one which is not 
fully reflected in the accounts yet. 

ie BG yt No. You said sanething a 
monent ago about the year 1936 being relited to the 
termination of the field, but that really is not what 
Themes Le46 reilly represents, is) it? 
NoyecewWevexplaini in the resort, it:is just- a calculation 
Where, We SHOW. . 2% 

Stare in same view as cp.) Taylor, about tigt, shere 
is no ene ance, avout thet, you have not teken int 
Pee ie Mimo or the Pielda? 
an Si 2 Sha ON eee 
on have arrived at the best judgment that you can as 
to when you think this company should have that invest- 
ment naid out? 

That is right, that is right. 

Sure. 

Tis Chie Reva ins ltr. Taylor said when he came 
here the figure of 1946 had already becn selected, he 


brought his mind to bear upon that as the figure for the 
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year 1946, he brought his mind to bear upon that and he 
thought it was right, and so it was carried on with, 
who had selected it before he arrived? 

A Well, I am mt absolutely sure, it was a figure whim 
was arrived at because we had to have some basis. 

Q Well, who arrived, if you know, who arrived at it, who 
Pree ron eG. he Taylor says it had been fixcd on when 
he got here? 

A { think iy’. Humphries made the decision on it. 

Q aly right? 

A PU yyoUimesm  hov it was arrived ater; ol. 

Q Certainly, someone must have decided on that year? 

A How it was arrived at was that we were in the position of 
having to have sone basis for amortizing the assets and 
the canpany were mt in a position to give us an accurate. 

“ or pay tteure which they felt they could use either "in 


barrels or in years, so as we had to have some figure, 
this December 3lst, 1946, being ten years after the 
beginning of the field, was picked on as a reasonable or. 

Q MR. FRAWLOY: Just, perhaps, one question 
before we go, you say the company were not able to give 
you a figure? 

A No, at the time when we needed this figure I thought that 
I vas going to get from them a figure at so many berrels, 


to amortize on, or so many years to amortize Over. 


= 


Yes? 


And they did not feel at that time that they could give 
me a figure. 

Hed they not been dealing, had they not a ten year Tigure 
in mind, from 1938, before you came in at oleh 


For the purposes of that statement? 
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for the purooses @& «= rate case, or anything else? 

is t really would not like to say because I ao not know 

enough about wh.t they had in mind then. 

Q imean lf they had a: figure of ten years fran 1938, all 

you and ..r. Humphries did is move it back to 1936? 

A Ti that iS 50, Dut 1 do not believe that is so. 

Q Why did tir. Humphries begin with 1936 and relate it to 
the finding of the crude field in 1936? 

A Well, 1 Suppose because it is on account of the crude 
field that this pipeline has become of importance. 

Q Anyway, we have it that it was fixed without any regard 
bo tie lite of the field, we are clear ahout that? 

A That is right, this 1946 statement was, to the best of 
Dy iow legge stir. Arewley, without reference: to.the 
Ge OL tne Pie Ld, 

‘ The -CHAERMAN: is Coultis has avcor lest 
things to orepsre and kr. tinw. Mow, is there anything 
else now fron those who are working with -.r. Nolan, 
so that he can be told to-night what is wanted so that 
we can get near an end? 

MR. FRAWLEY: ir. Coultis has the Royalite 

budget. 

THis CHAT RUAN: Two or three years! budgets - 

from 1936 on, and he is also checking those things 

that he actually necds as #gainst those things that he 
J hopes to need, because of further development in the 


field. 


A POE? LG a Ba Now, you asked if there is 


anything else. ie were sneaking tnis morning about the 


| Royalite Ludget. the couplete company budget, let us 


ae me . 
heve two or three of those, 1939, 1958, L957, af they 


Oe Die oan Sh kt a an porate: 
asad Feu a ener . eae ie as bts a 
sie a) om + ie 
Se 


mee Ary , poe, 


oe tei ‘ ae iy, 


i % 
z t a igh : F ' be 
ib ne em Sal i bok : 
‘ | sl 4 i 
a a* tai 124, Cre na a - ey “e 
it 3 Att ry 
i + 
i ¥ “ 
’ 
ton 
¢ 4 
i : : 
J . i 
t i Se 
4 ‘y 
; 
‘ i + ‘ : 
/ ' 
Le 
oe 
‘ - 
“a ra F 
pe My Fry wh } Ve 
rm eae S ¥ “ad ‘ ‘ A 
\ ; ie ae rh * 
bs ye a A ghee 
"i ¥ vf 
yi 4 
, J ae : ‘ 
Y 
eal 
f 
; i 
Bree Rane 
LTA a bi 1 as Sam 
; a7 at SA ‘ 
ft a oe ~~ 
a ‘ £ ‘e 
Peek ost oak | 
; + 
' 
( 


mad A AS a Xs Sake Cae 
= ; ; . as 
A Padeews m uy sre 4 ; 
- inyhas a PET EK 
7 a 
Ma , ans ‘ : 
is : SE cn GUS “| a aia 
wee et © weet el ere, 
;, se lat saciid piideaie 
ai , 
ys ae z re ; : Saas 
s i oe 
4 “ x a ’ 
i Vids wacisy vec if 
te pe 
De one Boy art } 
. ‘ . ribeet FE Rls, fe 
si a. a UR (4 oY oe i are es Re 
4 al 
eh ta! ia . 
ye sd 
prey) ve Bet ok : 
4 § , ate - 
y & aa I i ‘ ‘ . | Yate el h4 he 
5 i fi 1s rv De 
BY Pais i 


BAe he aioe ccd ghee a Oke OR, ets Qanes a 


a PS “Rs CA on . i ero mi ° Lae eae ; 4 ) 
Befieel .vontad wtegein. 9 Sfp ae ge ‘oteghed ‘ot Liseghe ‘ ; 


teat *!), “ebl SEO peer fe abate vet eeeee rv 
ou 


, 7 
- p 
: ite) 
i] 
| ; = “ey 5 _ 
S 7 - : yo 


. -3690- 

Arthur Maw. 

are available and arc on filc, 

THE CHAixMAN: Yes, iP you have them, 
Mr. Nolan, 

MR. FRAWLEY: And it fits in with what. 


Mor. Corltrs. 1S) pone’ to do. 


THE CHATRWAN : Will Mr. Burns be next? 
MR. BRAWLSY: Yes, Mr. Burns will be next. 
THE CHAIRMAN: Any others them except Mr. 


Morrison on the accounting end? 

MR. FRAWLEY :. Mr. Morrison on the acwmunting 
end, and Mr. Burns. We have finished with My. Maw, 

and Mr. Burns will be on to-morrom. 

THE CHAIRMAN: Well, we will then adjourn. 


(The Investigation was here adjourned to be resumed 


at 10:50 A. M. February Srd, 1939.') 
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Ml in y ir auince of Alberta 


IN THE MATTER ce THE PUBLIC 
INQUIRIES ACT 


—and— 


IN THE MATTER OF a Commission, dated the 
; 12th day of October, A.D. 1938, to inquire 
into matters connected with Petroleum 
and Petroleum Products 


Commissioners: 


The Bee MR. JUSTICE McGILLIVRAY 


(Chairman) 


—and— 


L. R. LIPSETT, ESQ. 


Session: 


CALGARY, Alberta 


VOLUME =o 


HEN 
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EN Dyess 


VCLUME 30 - Mebruery Srd, 1939. 
WLTNISS: 


Beare, Lecel Ved’) cu Wie Te 


"167" - Statement produced by the witness, A. 
Waw, showing proportion of Royalite Oil 
Company assets as at September 30th, 
L308, neid for the account’ of the Pipe 
Line Division. 


Pease" = Booklet entitled "Uniform System of 
NS Accounts for Pipelines", preseribed 
by The Interstete Commerce Commission. 


my 7so" . Book entitled "Financial #xaminations' 
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MR. EnawLlBY: lure Chairman, the reason 
for the delay was kir. Harvie and Mr. Nolan came to 
g6e me to discuss the probable course which the 
evidence might in their opinion take and it does 
raise a. rather serious question. — Jhat they are sug- 
gesting now is that we might, the three of us, have 


a conference with the Commission and discuss that 


matter. , 
THe CHATRLAN: Yes. 
MHe FRAWLEY: If you are agreeable that we 


should. I first suggested thet we should wait and 
carry through with the day but they seem to think, 

and I 1annot disagree with them, that there is some 
value in having e discussion now, which should not 
take any more than the next fifteen or twenty minutes. 
THE CHALIGAN : Does it involve these matters 


on which Mr. Mew has been working overnight? 


MR. FRAWLEY: No it does not. 
TH CHATRi.A WN: Then we night have his evi- 
dence. 


Yes, there may be a convenient 


moment to break off during the morning. 
THE CHAIRMAN: Yes, we will so arrange it. 


Ty ie Oe 6 ¢ 6 ¢ 9 © 6 8 Oe ee 


ARTHUR widW, having been re- 


Galled, examined by \r- Nolan said: 


Mr. Maw, you were asked by the Commission last night 


40 do additional calculations and one of them was what, 


will you please explain to the Commission? 
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To prepare & statement Showing the proportion of 
the Royalite Oil Company, Limited assets which 
were held for the ascount of the pipeline division. 
Oh yes, this is on the basis that we sever thins 
pipeline from the remainder of the royalite Oil 
Company? 

Yes. 

4s if it is now being severed? 

Yes. 

As of the lst of January, 1939? 

I have made my calculations as of September 30, 1928, 
which would not be very difficult, those were the 
figures which I had available. 

That is all right, Mr. Chairman, these are all the 
actual figures they had, the vest were a projection 
from September ZOth to the end of the year. 

THE CHA ThA: You say there would not be 
any, there would not be any appreciable difference. 
There would not be any appreciable difference, a 
further three months of the amortization of the ase 
sete would be the main feature. 

MR. NOLAN: Perhaps you will give the 


Commissioners if you will, please, the computation 


wh®ch you have made? 


(DOCUMENT. PRODUCED BY THE 
WITN2SS WHICH IS MARKED 
RHEE Ia) 

THS CHAIPIAN: What is the difficulty, lr. 
Nolan, in coming up-to-date, I mean the Commission is 
desirous, supposing we accept ire Maw's evidence, we 
do not want to strike a rate as of the cOth of Sep- 


tember, 1938, based upon this one, I mean if it is 
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very diffioult or inna aude tee 
UR. NOLAN: Because the books had not 
been closed to the end of the year and none of us 
have been able to use these actual book figures 
from the ¢Oth of September to the end of the year, 
and all we have been able to do is to agree between 
ourselves that the three monthe of which we have not 
got the figures are what, the projerttion is the same, 
in other words we multiply it by 4 over 3? 
A Yes, for all operating purposes. 
MR. FRAWLiY: In other words any deductions 
which the Commission may make es from the state of af« 
fairs as of the 30th of September, 1938, they are ene 
titled to make as of the glst of December, 1938? 
A That is correct. 
MRe FRAWLEY: I was going to say that that 


would solve this difficulty. 


TH COURT: All right. 
WITNESS: The actual figures are not 


available in the Royalite's books, that is for the 


last three months. 


THE CHATR2iA WN: This statement you just made 


last makes it clear. 


MR. NOLAN: Now will you explain it please, 


Lire Maw? 
A This is a statement prepared at the request of the 


Commission showing proportion of Royal ite Oil Company 


Limited assets as at September 50, 1928, held for the 


account of the Pipe Line Divisione 
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(A). Valuing assets on the basis of 100% amorti- 
zation of net cash investment in Fixed Assets by 
Decemher Zlst, 1946, ana 
(B). Valuing assets on the basis of 90% amorti- 
zation of Fixed Assets by December lsat, 1946. 
Q MR. NOLAN: It is under two headings? 
A YeBe 


2 E see, now take the heading (a). 


eee 
Cash Investment in Direct Fixed 
ASSets as per Exhibit A. of 
Court exhibit 100, that was our 
original presentation=--— 
Yes? 
G1 227 ,S20 41 
Aad - § of 1938 additions not 
included therein 267 850.15 
TOVAL 15465 ,250.56 


Deduct - Provision for amorti- 


zation __ 86,626.00 


Carrying the net investment G1 ,078 ,524.56 


Proportion of investment in ut- 
jlities assets and service units 
applicable to the Pipe Line De- 
partment, allocated on a direct 
operating labour basis 324,252 485 
Add - 28.9996% of # of the 1958 
additions not indluded therein ___#,667.41 
TOTAL SEO LIBUFa6 
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(Forward) ...-TOTAL $§ 326,920.26 


Deduct * Provision for anortie 


zation 166,568 «47 
TOTAL $160,351.79 
And Working Capital 150,000 ;00 
A Total ef $1,388 ,876,.35 
Ed 
ey MAJOR LIPSETT: Is that $150,000 Mr. Maw, is 


that the sum now which you say the Royalite have, that 
the Royalite would hand over to the pipeline department, 
ig that what that means? 

& That is our estimate of the requirements of the Working 


Capital in the pipeline department. 


Q Is that sun? 
A I explain that in a note a little further on. 
q Aid 2ignt. 


mi Under (B). 
Be 


You find the following Assets on the basis of 90% of 


amortization to December 3lst, 1946. 


Direct Assets G1l,109,502.63 
Indirect Assets 176,616.86 
Working Capital 150,000.00 


TOTAL $1,435,818.89 


Nete 1. 

"The investment in Direct Assets reprepents the 
amount which would heve to be paid to the Royalite Oil 
Company, Limited, to re-imburse the Company for its net 
Gash expenditures on acquisition of these assets, in- 


gluding expenditures no longer represented by physical 
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By that I mean if the Royalite were going to sell 

these assets to the pipeline department on a basis 

of cost they would expest to be eetecree Og? ence. 

their cagh expenditures in acquiring those assets, 
including such items as the BH 4ihan loop. 

Note @. 

"In the event of the separation of the Pipe Line 

Department from the Royalite Qil Company, Limited by 
the formation of a separate company, the utilities aa- 
Sets and service units would probably remain as assets 
of the Royalite Oil Company, Limited. It is assumed 
that, under these circumstances, any charges made to 

the Pipe Line Company for the use of such assets would 
include an amount sufficient to reimburse the Royalite 
Oil Company, Limited for an adequate return on the 
capital invested therein. The operating expenses of 
the Pipe Line Company would therefore increase by an 
amount sufficient to offset the lower return on in- 
vestment caused by the elimination of these assets 

from the invested capital". 

In other words if we remove the figure of $160,551.79 
from the Pipeline Department's assets we would be get- 
ting a vate of return on a smaller capital investment 
but that would be offset by higher operating costs be- 
cause we would have to pay an equivalent to the Royalite 
Oil Company, Limit ed. ’ 
MAJOR LIPSET?: On thas basis would the Royalite 


O41 Company then have to hand over the cash or allow for 


it in some way, this $160,851.79? 


Not on the assumption which I have made here. Chey would 
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retain those assets. 
Note 3» 

| "Working capital ineludes Oniy she estimateé oash re- 
quirements of the Pipe Line Company; no estimate has 
been made to include any cash which might have re 
cumulated as a result of past operations of the Pipe 
Line Department after providing for the payment of 
dividends". 
THE CHA IRMA N: Why not, why should there not 
be a calculation as to that if you are going to sell, 
would the Koyalite keep it? 
< would think so. It is past history. It does not 
enter into the situation today. 
Why should not their accumubated cesh then enure tp 
their credit quite a8 much as some tools which were al- 
located to the Pipeline Department? 
I think it would be very difficult to decide how much 
Gash, if any, was for the account of the Pipeline De- 
partment, taking into account Such questions as divi- 
dent disbursements in past years. f do not think for 
the purposes of forming a new company now that the 
quest ion should properly arise at all. 
MAJOR LIPSZT?: On the basis of this table ag 
regards the utility assets which appear originally for 
$300,000 on the tooks, you say according to this table 
Royalite should get them as of today’? 
Should retain them. 


Should retain them, as of today? 


Yes. 
And that the Pipeline Division which has already on your 
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basis paid for them should pay for them again between 
now and December 21st, 1946, is that not the effect of 
this table, Mr. Maw? 

A No. 

Q MR. NOLAN; Mr. Maw, did the Pipeline De- 
partment pay for the indirect assets? 
MAJOR LIPSalt?: That is the whole criticism, 
that they have. 
THE CHAIRAAN: To the amount that is allocated 
to them in these other statements. 
WITNESS; I would prefer to say that 
they have an interest in the indirect assets. 

Q MAJOR LIPSLTT: Well they paid for them didn't 
they, they didn't get them as a gift? 

A That again is subject to the consideration as to what 
cash they had and whether it was their cash or the 
company’s cash. 


Vell am I right in my submission that the Royalite re- 


E> 


tains that $200,000 odd of indirect assets and you ak 
that the rate be fixed so as to pay the Royalite for 
them all over again? 

A No. I do not ask for that. Those assets are not fully 
amortized yet and someone has to stand the amortization 
yet for the next few years and if the Pipeline Company 

is going to use them they should be charged something to 


help pay for this amortization. 


And according to this alse they would pay the Royalite 


&) 


a return, an income return for those very assets. 


A For the net value of them today, yes. 


Q THE CHATRiM AN: You had some other statements 


a 


— 


ant 
S 
A a i ’ 
: Aas eas 
, 
ate ; ‘ 0 : 
ess a 
4 + 
ee . ‘ 
a . 
- i : 
eat ion tit 33 
Ne i - 


‘i sons * 
“ . ho 
r e: . —s 
a , H 
ae, aan - 7 
as ery 
' ae . 
wey ae 
ee % - 
ee Pes 
~ 
as & 
far . : 
- =a 
oF 
WwW 


bx 


A.Maw 
- 96099 = 


you were getting, iir. Maw , had: you not. 

A You asked me for an estimate as to how much addition to 
the rate would be reqired to take care of future con- 
siderstions which could not be reflected in the accounts 
at the present time. With reference to that+-- 

Q THE CHa Twa: You were to make a statement, 


comparable to Exhibit "136" were you not? 


ra An approximate statenent. 
Q Yese 
af Well. with reference to that statement I have been ad= 


vised by Mr. Humphries that it would not be wise to 
submit the figures which I got in my calculations be- 
cuase they are based on too many guesses and assumptions 


as to what will happen in the future. 


Q Well precisely what did we ask you for? 

MR. NOLSN: we were asked, my Lord, may [I 
say, perhaps the witness should say. 
THE CHA TkwAN: I think sod. 

8) iin. NOLAN: Yes, What were we asked for? 

A I understood you asked me to interpret in sents the 
statement which I made that the rate Shown on thet 
et 

@ 136, 

A 126 will not fully cover the situation in future years. 


9) THE CHA [Rid N: Yes, you say it should be 


a higher rate for next year? 
4 That is right. 
And I wanted to know how much higher and why and you 
are unable to give the answer, is that it? 


A IT made a calculation but it had to be based on a lot 
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of assumptionswhich I have no right to make. Tf 
tried to make them as conservative as possible in 
arriving at my answer but in view of the fact that 
they are only guesses as to what will happen in the 
next eight years I was advised that it would not be 
Bound to present them in cents per barrel. 

Q MR. NOLAN: Now give the Commission 
some idea what those assumptions are upon which this 
prognostication must be based? 

A I based it--- 

Q What are the things? 

A Well the things which enter into it are primarily 

how many barrels will be carried each year and what 

additional capital expenditures will have to be made 

each year in the future. 

Well now is it the number-—~ 

A Without those two facts it is not possible to carry 
out my calculation. 

Q Well is it the number of barrels to be carried in the 
year 1939 only? 

A In every year until 1946. 

Q Now why, why do you have to go ahead of L369 ¢ 

A Well the operating costs per barrel are dependent each 

year on the number of barrels carried to some extent 

and amortization costs definitely are. 

well are you saying to the Commission in order to put it 

down in cents, the inoreased amortization and the in- 

creased operating costs, it would be necessary for you 

to know the thzoughput for each of the years from now 


until the end of the amortization period? 


A Yes. 


~ 


are 
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~ 3701 = 


re You cannot do it for 1939 ana isolate 1939? 
No, not without the number of barrels which are going 
to be carried in 1939. 
MRe FRAWLEY: Lt 2 may interrupt, estimate 
them, you cannot do anything else but estimate then. 
Q mA JOR LIPSETT: Pevheps if it went down to 
nothing that that should be taken into account. 
A I would not agree with that statement, wajor Lipsett. 
Q whbdOR LIPSELTT: Well if you cannot make an 


estimate we surely cannot, at least I am putting that 


tO YOU. 
THs CHATRiAN: Well if the witness cannot we 
will try. 

A well I made an estimete on that basis but it is not 


considered advisable to submit it because I am not in 
a position to estimate myself how many barrels will 
be carried to nake the calculation at all. I had to 
assume a figure but there is no assumption that the 
figure is right. 
hRe FRAWLEY: Are you finished, ur. Nolan, 
about that? 
THE Chi Tk AN: Thank you, i.te Miawe Have you 
anything. ir. Frawley? 
Q epi wen A Lalo Yes, just on that point, as 
wir. Comaissioner Lipsett put it to you, it had been 
brought to the Commission by the: Royalite Counsel and 
the British American Counsel, thet it is essential 
to fix o rate which will last for at least say the 
year 1949 end I thought we had agreed, you and I yester- 


day, that that is all we were concerned with, was the 
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rate for at least the year 1939, no more than the 
year 1939, is that not right? 

fravan! st CE a put. it to mo like that because I 
will agree that the ane must cover 1939 at least, 

I think it is desirable that it should cover a longer 
period than that. 

Well but, of course, it isa rate,like all rates of a 
public utility, they are subject to change by sme 
regulatory body? 

Yes. 

Buce L thought we had agreed yesterday, and perhaps 
we have not, that it would be possible for this Board 
to £1x a rate for the year 1939, have you overnight 
brought, had other considerations brought to bear on 
your judgment and now say you do not think that you 
at least can assist tho Coumission in fixing a rate 
for the year 1929? 

What I was endeavouring to tell the Commission is that 
the figures which I did prepare on this are based on 
such wild assumptions that they are not barrel figures. 
hire Maw, this occurs to me, we have now accomplished 
one half of what we wight say is the Commission's 
¢ask in connection with the pipeline rate, that is 
ascertain the cost and the rate, you have made a gub= 
mission as to what a.fair and equitable rate should 
have been say on the taet year, of 1928, you told me 
that yesterday? 

Yes... 

Now thet much is Gone and completed? 


YesBe. 


So that this pert, I am anxious to understand this, 
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that much of the Commission's task is finished, they 
can now if they do know the 1938 dost, and the cost 

of refining and the cost of marxeting and the cost 

of crude, the cost of the raw products, they can now 
proceed to complete their task, nanely find out what 
the cost of the finished product should perhaps be 

as of the last day of 1938. you agree with that? 

Yes, I think so. 

But then the other half of the task, namely, looking 
to the future, which Counsel here seem to think is im- 


portant and which frankly at one stage I did not think 


60 important, that for the purposes of fixing the rate 


A 


which will be, which will guide the koyalite O11 Com- 
pany or ba the koyalite Oil Goupany's rate for say the 
whole of the year 1939, then that essentially requires 
an estimate by somebody of several variables? 

Yes, that is right. 

Right. Wow it cocurs to me you might do this, we have 
done it up until now, assume a throughput on the basis 
of last year's barrelage, your own figures were 5 and 
a hele million? 

I think 6 million. 

bnad then work out a calculetion on that, assuming an 
inerease if you like of another million and then going 
down and assuming a diminution of a million barrels, 
take a half a million barrels, co it in half midliona, 
drop down to something when the Kkoyalite Oil Company 


tell you to stop there and then work out a caiCwlation, 


that would not be impossible? 


No, but iur- FrawLley--- 
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Q Then the Commission would have something? 

It took me six hours to make the calculation on the 
basis alone of 6 million barrels. 

Q Yes? 

And with that I had to estimate additional eapital 
expenditures. 

Q Yes, but the company is doing it all the time, is not 
the company coming in with an estimate that they will 
require %260,000 for capital additions in 1939, Mr. 
Coultis did that yesterday, did he not? 

A Yes, but what I mean is, I quite agree with what you 


are suggesting there but it was not possible for me to 


dO it's 
gq Overnight? 
A Yese 


Q Oh no, no, and far be it from me to prolong this in- 
quiry but for the purposes of assisting the Commiss on 
that could be done? 


A Oh yes. 


Q You could work out a calculation on various assumed 


throughput 8? 
A That is true. 


(Go to No.2705) 
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Ahd I do not know either that at the moment the Board 
may have to strike a rete along those lines of some 
sort? | 

Peohink 1b is desirabis) Vese 

The through put being so much and the rate is so much 
and so on, and then the other variebles may be dealt 
with in the same say? 


tigt is right. 


Then -we are not completely de-railed are we 


Noe 

fin. NOLAN: It brings up the other 
Matter we were going to discuss with the Comissioners, 
and I think you see now, Sir, how it is pertinent 

and relevant. It is not because we gre not trying to 
help, Sir. This witness, may I say, did not go te 
bed till three o'clock this morning. ‘ie are trying 

46 give the information but it is very.diffidult for an 
accountant or anybody else to proceed and make a 


calcula tion unless they know first and foremost how 


meny barrels of oil are they supposed to calculate 


uygon; what diminution of that through put is to be 


fear these several years and the period upon which 
amortization end. 

THS CHAIRMAN: We have had a good many 
geologists who have taken the figure of the through 
pus and put a figure on the life of the field. I do 
not know why accountants should not do the same + 

Ma WCLSNS Ve will take any 
figures, Sir. If we are asked to téke a figure we 
will teke 1t and make a calculation upon it. There 


4s no difficulty about that is there’ 
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A Noe 

Mite PAA LGY: This is the situation. 
My friend and 1 have led some evidences here upon 
which perhaps the witness could make an estimation 
ad in the last analysis the Board can come to a 

conclusion about diminishing through put and 80 on. 

e] THe CHALRMAT: Mr. Maw, before you 
retire have you got the actual figure of the capital 
either as of the 40th of Geptember or as of the 3ist 
of December, 1938, as shown in the books of the 
Company, allowing this 10, depreciation that has been 
allowed’ Is that figure readily available? 

A It is shown in Mr. Morrison's exhibit. 

ty I gathered it was shown in his exhibit, but is not that 
with the deductions of this loop, Is that a figure you 
agree with? | 

A The Loop has been deducted in the Company's books. Tho 
loop has been written out of the assets of the Company's 
books. 

CG So that i.. worrison's figure would be an agreed figure 
on the actual capital as appears on the books as of that 
date? 

b That is right. 


: I vas not sure whether you had thot figure: 
A No e 

= Yaiw Tp +733 T 
C THs CHAIRMAN: You say ir. Morrosn's 


fieure. “hat exhibit’ 


A I think Page 2% of Mr. Morrison's exhibit. 
Me. FOr Ley: expbibit “so". 


Me. KOLAN Oh Page 23 of ixhihit 


"8g" end is contained in the footnote tothat pege 
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Which reads as follows: "In the books of the Company 

at 5Oth September, 1938, the net value of the pipe 

line assets is 1,166,197.25, which is the above amount 
of »1,306,568.48, less depreciation written off emounting 
to 140,171.23. 

MR. COMMISSIONSR LIPSETT s Thanks, tir. Wolken, I did 


not know whether that was an agreed figure .. 


Ma. MOBAT!:. That is the. book figure. 
Dee Wa Toll Yt That is: the. agreed; figure. 
MR- COM ISS1OMsEk LIPSEYT:. On that particular: basis« 


(At this stage there was an adjournment.) 
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MR. NOLIN: , tir. Maw, just prior to the 
adjournment you were saying what your aifficulties were, 
and the assumptions which you have to make...... 
THE CHATRiiAN: ily. Nolan, before you go on. 

It has been brought to the attention of the Commission 
that production from the Illinois Field in the United 
States and evidence with regard to it may have some 
bearing upon any conclusions which we may come to with 
regard to the through-put in the pipeline with which we 
ere cOncerncd. That being so this Commission fecls that 
ie Should take the responsibility of asking Mr. Nolan 

anc Mr. Harvie, who are here representing the Imperial 

Oil and the British American Oil Company respectively, 

to oroduce before this Board witnesses who may give 
evidence upon that subject. Je have heard mention of 

the names of Mr. McGraw, representing the Imperial md 

ir. Gaby, representing the B. A. The Commission 

says that it desires to hear these two gentlemen or others 
Whe ain the opinion of Counsel will be able to best 

assist us as to what bearine, if any, production from 

the Illinois Field and the marketing of that product in 
Canada, may have upon the through-put of the pipeline 
with which the Commission is concerned. 

Now we would like to make it quite clear that this 
recuest is made by the Commission and that the Commission 
will take into account that evidence *nd give such weight 
to it as it sees fit, quite regardless of what result it 


may have unon our minds. 


It verhaps also should be mide quite clear that in 


making this request we geek to sake it clear that no one 


i ; ix Olition to give evidence 
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which may be accentable or objectionable to neonle 
engaged in the industry or interested in it in any way. 
Pe oWink that die al1sT+ean say. 
Q MR. NOLAN: Mr. law, just before the 
adjournment you were saying something to the Commissioners 
} about the assumptions which you would have to make, one 


being the question of the assumed through-put? 


a Yes. 

Q Paes sO, /1s it not? 

A Yes. , 

G and I think that you said that you had made a calculation 


on the basis of an assumed through-put? 

A Yes, I did. I made a rather rough calculation but one 
which I think brings out the feature which should be 
regarded. 

) GQ Pym sure it will be of ;sane value.or benelit to the 
Commission, what does it result int’ 

aA I made my rough calculation on the assumyotion that there 
would be six million barrels carried every year from 
1939 to 1946, and that to take care of putting through 
the six million barrels it would be necessary to make 
capital expenditures of at least $100,000.00 every year. 
I used in my calculation the figure of $260,000.00 for 
1939, as put forward in the budget by :r. Coultis 
yesterday, and on that assumption I found that we 

) would require, to take care of the additional amortiza- 
tion expenses alone, and in additional operating expenses, 


approximately &¢ per barrel additional, to provide a 


return of 10%, 123% and 15%. Approximately 12¢ to 


revi de 17 Bee. ees 


Q THE CHATRMAN: What were those other figures? 


2d Pan S . a a j is! ; th 7 12 7 O 
ze 10% return, 123% and 15% return; apsroximately lig 
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ee 
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provide 173% return and approximately 14¢ to provide 
20% return. I want to make it quite clear that that 


was only a rough, ap-roximate calculation, but I believe 


it to be, to show the true facts in that respect on 


tie basis Of six Million barréls 4 year until 1946, 
ana On the basis of pLOO,000.00 a year capital exnenditures, 
ro 1940 16° 1946. 

THe CHAIREAN: plO0O ,000.00? 

Yes. i would like to add to that that any lesser 
barrellage than the six million would make necessary a 
larger increase in the rate and any increase in capital 
expenditures over and above $100,000.00 per annum would 
make necessary a larger increase in the rete and that 

I took into account no additional costs of actual 
operating, that is, the amortization feature only which 
is covered in that, the amortization and the annual 


profits. 
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Q MR. FRA’ LY: I understand in this 
calculation you have made you used a figure of 065; 000400 
additional capital expenditure in 1939 and 3100,000.00.... 

4 bo, I used .260,000.00 to make it easier. 


% And .100,0U0.00 edditional in 1940, and in each yéar 
down to 1946% 

4 aheat is right. 

Q Why did you teke (100,000.00 in this estimate. Why did 
you take that 

A I took it because I did not think it would be possible 
to put 6,000,000 barrels a year through between now 
ana 1946 without spending at least ,100,000.00 a year. 

Q And why not ,260,000.00% 

A “ell I coula have done that but it would not have been 


quite as conservative a calculation. 


q No, but we tent naturelly the calculation to be of the 
greatest assistance. 

A My purpose in preparing the calculation was not so much 
to arrive at a definite figure in cents; es to show 
that it was a condition which will be effective in 
those future years, regardless of the amount. 

ty Yes. “ell now, Mr. may, 2D do not. Like to be responsible 
for making vou do too much vork, but is it too much to 
ask you to let us have the figurations of that? It 
would be much more understandable and So that pir. 
Morrison could look at it more closely than I have been 
able to follow it. 

A I would prefer to do it a lit le more accurately than 


I have done in thet, although I think the result will 
be the same to the number of decimal points that I 


want in it. But I-ean, if you like, roughly explain to 
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A. Maw. “o71Le- 
you the procedure. It is quite simple. 
Q I would like to see it on paper, if you would, and if you 


Gan, and if it is not too much work. “‘:e heve had a 
great many statements and this seems to ba a pretty 
material ons‘ 


A Gita Kk -SO% 


Q It is one that the Commissioner this morning was so 
anxious to have: 

4 Iowil. make a calculation on that basis then, 6,000,000 
barrels a year and ,1V00,0U0.00 of increased capital 
expenditures each year. 

Q gust: put it on a piece of paper is all I mean.” Just 


put on a piece of paper what you have just said to the 
Commission this morning. I want to ses on a piece of 
paper what it looks like. 
THs CHALTHUSI?: 6; 0005000 varrels? jor, 
Boatright made some changes in his calculation. 

q Pee PRLS: I do not want to be 
bound by any figure that is not just right. ‘‘hat vou 
vere trying to take wes the 1938 picture as to through 


put and duplicate that? 


A Prat is what I did. ido not suggest 2 Vaerieno tains 
to do. 
% No, but take the right figure. Let us be sure, you took 


the Royalite Oil Company's pipe line through put for 
1948. 

THs CHALRUAN: You remember that Dr. 
Boatright amended his life of 20 vears to that of 19 
years, because of some misundezstanding about the through 
put’ I would like to get that streightened out before 


this witness goes to work. I do not want to keep asking 
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A. Maw. -37135- 
him to meke statenents. 
ive FRAUUAGY: If you take sxhibit "95" 
and take it home with you and then you Will know.... 

a we Why? Because if you want me to do it on the basis 
of 6,000,000 barrels a year, that won't affect my 
calculation. 

9) I thought your calculation was an effort to duplicate 


the existing through put with additional expenditures 
necessary to put through in the next six years the 

existing through put. The last one ve know is 
1938? 

A No, it was not really that. The purpose of my cal- 
culation was to demonstrete that this is e feature 
which does affect the rate. 

G. Mr. Cottle calls ny attention to the fact the Royalite 
through put was in 1938 a total of 5,987,342 barrels; 
being 5,565,627 barrels of crude and 421,715 barrels 
of absorption and separator naphtha, or a total of 
almost 6,0C0,0007 | 


4 That is rigat.e 


@ 6,000,000 in round figures’ 

4 This calculation was done entirely on round figures. 

Q That may answer the Cheirman's suggestion. 

THE CHAIRMAN: All right. 

Q a. FRA ILGY: That being so? 

4 Iam not clear just what you want, Mr.e Frawley. 

Q All I wanted vcs another statement showing the figur- 
ation of the evidence you gave this last five minutes 
to the Commission? 

A In other words, the work sheets to support the 14 
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A. Maw. eS 

a ixactly, or even a statement Showing what the resuhies 
were. ‘ve have not been producing work wheets? 

4h _These are the results. 


Q Let me have that exhibit. That is all Ivant so kl 
can have something in front of me without looking at 


the reeord. 


ve) Yos,. L.oan have until Monday to do that? 

4) Yes, please. Wot the working sheets. 

A I think what you want is really approximately a working 
sheet. 

Q “ell maybe Mr. Morrison can tell you in your own 


language what I want, tir. Mew? 
Yes. 


A 
Q Thank you. 


CGM LSSiON tn LiPssrts Mr. Waw, let me umerstand» 


G 
&) 


MR 

Your figure on your 20% basis showed in @xhibit "120" 

at 11.34 cents on the basis of a0Oj return’? 

A That is right. 

S And that was without salvage, without allowing for 
Salvage? 

A That is right. 

q Now in your present verbal calculation giving that 20% 
return, if that was accepted, there would have to be 
14 cents added to this 11.34 cents‘ 

& Yes. Perhaps I should mention I did give you one, 
taking into account salvage 4s well. 
MR. NOLAN: Exhibit "113" giving a 
caleulation of 11.38. 

Q Mew COM ISSION IR LIPSETr: And your final figure 

now is 11-38 plus 4 14 ents? 


A Plus an approximste cent and a half. 
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Q Plus an approximate cent and a half? 

A Yes, covering that feature only of course. 

G I have that explanation? 

A Yes. 

=) Iwas just following the 20% out. That would be a 
figure, according to you, of 12.88 cents, allowing 
for salvage? 

Ls Yese 
Pye COLPLoslONLE LIPGITT That is not in the form 
of an exhibit at the mom3nt, Mr. Nolan. 
hin NOLAL? HO. DUT 2s Wali hei 

*) Mike FRAULGY: Le may sgomplete some 
general cross-examination and make some progress. 
You told me yesterday of the divergences betv-een 
you and Mr. Morrison. Now dealing with the diver- 
genes of the allocation of the indirects. It is a 
fair statement to make, I take it, both your firm 
and Mr. Morrison's firm ené2avoured to discharge 
as well as it aauie the task of, this task of 
allceating to the Pipe Line Division all of the 
costs, both direct and indirect, which it should 
bear, no more and no less? 

A That is right. 

G You parted company as to the method you would use 
in allocating these indires. costsr 

v:) That is right. 

Q, That had to be, of necessity, something less than 
an ideal method’ 

v3) Yes. 

c The idesl method, it has been suggested to me, would 


have been, using one of thess indirects as an example, 


Si 
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wt 


we 
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Ma We motor 


that lir. iieLeod would heve had a very carefully 
Kept diary showing from day to day the number of hours 
he spent on the work of the various divisions of the 
Company. ‘ith something of that sort, so that it 
showed the whole picture, you have a pretty ideal 
&@llocation or division of the indirects? 

something along those lines, yes. 

That was not a practical thing, and that of course,’ 
had to be forgotten: 

Quite. 

Vell now, you will agree with me that as you said a 
moment ago, that the Pipe Line Division should only 
bear, and you do not desire it to bear any more than 
Mus proper share of the indirect costs? 

That is right. 

And the general manager is. “ir. McLeod? 


Yes. 


‘You agree that some of his time from day to day and week - 


to week is physically spent in the business of say 
every department of the compa ny? 

Yes. 

He is the Generel Manag2r of all the Departments and he 
is there to be looked to by the officers of these’ 
Departments for guidance and instructions? 

gist: 

And there is a department of the Company, a separate 
department of the Company, the business of which is 
to drill wells for the Royalite Oil Company‘ 

That is right. 

And it is just as much Mr. l.cLeod's duty to supervise 


the activities of that department as the activities of 
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Ah. Maw. ae 
the Pipe Line Department, which itv. Couotis supervises? 

4 Neo Siv. 

Q And the engineers you take out in the field drilling - 
Mr. Coultis told about the drilling rigs that would 
be there this year and there were some last year‘ 
Theat is true there were some drilling rigs out last 
year? 

4 Yes. 

Q . The fact is from time to time, as often as is necessary, 
that the engineers out drilling wells come in and 
seek Mr. iicLeod's opinion and advice and direction 
about the drilling of the wells? 

A Ll imagine thet they would, yes. 

Q That is pretty obvious‘ 

A it is a fair assumption. 

Q And so while tir. licLeod is engzged on the business of 


the Drilling of Wells Department, and if we are 
anxious to see that the Pipe Line Division bears no 
more costs, no more propa tion of his salary than is 
just and fair, why do you say thst although the fact 
is Mr. iicLeod spent some time each day, each month 
and each year looking after the business of the Drilling 
of “ells Department, that no portion of hi« salary, not 
one single cent, should be chergeda to the Lrilling of 
Pols: 

A \\ That is because in our opinion it is not sound conser- 


“vative practice to capitalize administration expense 
\ 


ain an opereting company. 
Q Just to break up your ahswer there. Are you satisfied 
to stop there for the moment’ 


4 For the time beings 
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y 
THs CHS IAN: — He would be glad to 
stop for eat take it.. | 
3 freee Haw, eles © 3 And so say we all. 


The fect is, of course, that necessarily as you fail 

to charge Drillijg of e21s Department with any portion 
‘| of Ur. UeLeod's salary, then 100 of it has to be 

borne by the other three or four or whatever they may 

be. Thet follows’ 

Pee het ois eight. 

a And therefore more falls on the Pipe Line Division than 
would fall if you allocated some of it to the Drilling 
of ells Department‘: 

A That is right. 

C. How vou say it is because you do not think It is sound 
accounting practice to capitalize - what was that 


expression again, capitalize what‘ 


4 Administration costs. 

) Yo oapitalize administration costs. Th: t refers, does | f 
it not, to the proper way in which this Company does | 
and should keep its books in your opinion? 

4A We Sis | , 

Q nate. Lan, I teke it you do not intend to go any 


further than that when you use the expression you 
do not think it wise to capitalize these adminis trétion 
expenses. That refers to the good and proper uethod 
in your opinion in which these books should be kept? 

4 I could go a little further and say if they are capital- 
ized, the administration expenses, you will get a 
distortion in your annual profit and Loss Account. — 


C &gain speaking of what you prepared for the guidance 
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A e Maw e 


of the shareholders of this Gompany? 
That is right. | ox — 


But now, Mr. Maw, you know we are not here concerned -. 


Iwas going to say we were not concerned with the 


Sharesholders - but we are not here concerned with 
presenting a picture for the guidance and information 


of the shareholders are we? 


A Now? 

% Here, before this Commission? 

& No. 

f) Because you frankly state you hed to depart ved bona 


from the manner in which these books were kept in 
many particulars?’ 


A That is true. 


0 And you did it because you felt that you had a@ particular 
task in hand here, namely the presentation of a proper 


case to this Commission for its information’ 


A That is right. 

Q And so had Mr. Morrison’ 

A That is right. 

2 Regardless of eae is in the books, this Gommission 
must be told how much of all the GostS” are ¢ properly | 
allocated to the Pipe, Line Division: : Viena ae 

) oat . Sonoda 

a That is true, and that beizg the Commission's task, 


and ours being the duty of presenting evidence tS them 

to enable them to discharge that task properly, 

why shoulG they not know for their purposes, regardless 

of what good accounting in the books might show and dictate, 


why should not they for their purposes know precisely 
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how much should be ohargsd to each and every department 


of the Company, Drilling of ‘ells Department, Absorption 


Plant Department, and Pipe line Department and Gas 
Serubbing Department and all of the departments. 

We have endeavoured to show them that, Mr. Frawley.’ 
You have endeavoured to show them that? 

Yes. 


And you have as a necessary part of your suhmission 


failed to allocate any portion of the administration 


fj 

i 
i 
f 


expenses of any kind to the Drilling of Wells Depart 


= 


ment? — 

Yes. 

And still you say that you have presented a fair picture 
although the inevitable result is to put a greater 
proportion of the indirects upon the Pipe Line Division 


than would otherviise be the case‘ 


That is right. a | Ps 
Now dealin el build-up of the capital assets, 


the direct capital assets. I put thi aap@vou, ir . Maw, 
there are two different ways of arriving at the capital 
structure, generally speaking; the way in which Mr. 
Hill did it, taking the present day valuatior and 

the way you and i:r. Morrison did it, in building up 

the moneys spent on the capital assets from the books‘ 
That is right. 

Nov does not the Ceo of the used and useful 
assets arise, whether you are doing it from Mr. Hill's 
point of view or an accountant's point of view? 


No, I don't think so. I don't think so because Mr. Hill 
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I think I am right in saying this, is not really conoerned 


with what it cost to acquire the assets. He is trying 
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to value them today. 

“hen Lr. Hill comes in to value them, he is valuing 
them isn't he on the one hand for the Company,to see 
that a fair valuation has been placed upon them so 
they get a return on a sufficient investment? 

Yes. 

And isn't he also valuing them from the standpoint 

of the user or the potential user of the system,. 

to see that not more then enough goes in? 

I think forthe purposes for which .his report was 
prepared in this case that is probably so.- 

Yes, because giving Mr,.Hill the full benefit of being 
an honest and reputable engineer, we oan, I think, 
assume he was as much coneerned, or shoulc have been, 


with the situation of the user of the system, as he 


nce 


was of the owner of it, the soyalite Oil company > | 
Yes; .L taink sos 

He was not called as a Commission wWitness,. or by 
anybody-but the Royalite Oil Company, but you think he 
endeavoured to look also at the point of view of the 


user.of the system‘ 


I would think after he had been informed, as he undoubtedly 


was, that his evidence would be used for the purpuse for 


which it hes been used, he probably did consider interests 


other. than the Royalite's in wreparing it.. 

Have you looked at it from the standpoint of the user 

of the system: That is the question His Lordship asked 
you the other day, and I think you did give answer. But 
will you now give me your view?. Have you had any regard 
Perea oLnt of view of the user of this system’ 


I have latterly, but I would not like to say that it 
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occurred to me at the time I was preparing the | 
figures. /\ 
“hen you were building up the capital structure vou 
mean? 

axactly. 

Because it does seem to follow, if I ere a user, 

I would be a little astounded to be asked to pay 
Something in my rates for the retirement of that 6 
inch loop, which I certainly am not ever going to 

see much less get any use of% 

{I think you should be prepared to pay that. 

Prom the standpoint cf the Royalite Oil Company having 
Spent all. the money you say I should be asked to pay 
for it, or pay something in my rates toretire it. 

For the moment I will grant you that. But how about 
Mr. Brown down here in Turner Valley who has oil to 
send through it* 

Yes, that is what Ll means; 1 think it is obvhbous ithére 
are conflicting interests there. 

Yes? 

Ve have got to weigh the rights of one against the 
other to some extent, and 1 think, doing that, you 
should include the costs of the 6 inch Loup as an 
investment which the Royalite Company is entitled 

to get its return from.. 

But it is not very dis-similar from the rate which 

the customer on a street railway system pays; 

Doesn't he only pay for the cars and the tracks which 
actually are in use? 

I do not think so. I think he has to pay enough money 


to take care of interest on the bonded indebtedness of 
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the whole system. I may be wrong about that but I 
think that is probabiy the basis on which the fare is 
calculated. | 

Q Ifa street railway company had built a street car line 
out to a park or an artificial lake in some city we are 
thinking about, end then the lake had dried up, and the 
street car track was not any good but they left it there. 
“iould the rate strueture include that piece of track 
that had been left out ther: to rust? 

A I would think so. I would not like to give - I mean 
think so in my own opinion it would. 

Q And you think that the user, thet is the man with erude 
oil in the Valley, teke the imperial O1l. Let us 
suppose they are completely at arm's length. °c le ve 
divorced in our minds this Pipe ae Company from the 
Imperial organization? 


A Yes. 


6 


ee The Imperial Vil Company has just a certain amount of 
Oil to put through that 6 ineh line. You have there 
now a 4 inch line because you may néed that in the 
busy spason. They say we will pay a rate which will 
look after the retirement of those lines but with 
fespect toa piece of line thatsis not there at ail, 
that has been scrapped and sold and again you tell 
ne that they should pay for that. .It is not uscd 
and useful to them is it? 

4 ijo.eit telnet. But I thanki so. 

Q Do you not think there is as much force in the appli- 

eation of the used and useful rule, whether you do it 

on Mr. Hill's basis or on your basis. DOn't you think 


there ig as much force, whether it is much or little, 
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there is as much force in the one case as the other? 

A No, I do not think s SO. IN Go 

@ What do aoe ne about my warehouse that I was 
discussing with Mr. Taylor. It burned down and it was 
not there at all. But the money had been spent on it. 
“Yould you include that in the rate base? 

f Yes, on the same condition thet I would include the 
other, that is that it was a prudent investment at the 

. time. 

Q ott ot soanee with Tir. Taylor then? 

A Iam afraid I do, yes. 

Q I asked you a moment ago about the ‘street car ttacks 
that were rusting out to the dried up lake, and if you 
hag ea pipe Line that was still in: the ground, bet thas 
you had decided not to use, and you pulled up the 
pump connections, and it is lying out there, not. used 
and useful, and no prospect of it being so, would 
you include that in the rate structure which you would 
ask the present day user to pay a rete on? 

A Subject to the same consideration, I would. 

as For the same reason’ 

4 For the same reason. 

Q Because the money was spent on itt 

4 The money was prudently and wisely spent. 

t, And the situation in your suhmission is that the potential 
user must just put up with the investments which have 
turned out to be bed. and which are of no value to 
him at all and cannot be used by him. He must pay 
up on it because the money has been spent? 

4A Meco. tithout that therd 2s too big an injustice on 


the operator of the system. 
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: It is a question of balancing one against the other’? 
va) Leo think so. 
a) PpRayour way of, looking’ at it. it is all the one way, 


rea Livy? 


Ly wee,/c, Suppose 10. is. But it does Hot. have as big 

ee eos dnnaae os, 10 C668. Os cscs 

G On your Company? 

4 On the operator of the systen. 

% Iam attempting to cell your attention to the fact 
I may be just a poor producer, struggling along 
under the Conservetion Board allovable, and with a 
difficult market to get into, and your Company hes 
made 6@n awful lct of money during the past ten years. 

A That is not the question you are putting to me now. 

I may be called the poor company struggling elong 
trying to operate the system at a profit. 

Q But if you are the kind of company that I have 
mentioned don't you think that probably it is time 
that the Comiission might take into account whether 
they will give you a return on that investment which 
you had made and which as you say works all one way, 


because I as the potential user get nothing out 


Of) ite 
43 I a€6 2ot- know that that should affeet the position. 
Ch You would prefer to be consistent and say the past 


profits cannot be Looked at for any reason for whstevei's 
b Fave. t.-said thet “e. Frawley: 
Q I thought vou had said that. Perhaps I am wrong. I 
will be glad to ask you that. De you think past 


profits of this Company can be looked at for any 


purpose? 
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For the purpose of arriving at a rate now. 

For any purpose in the sense of the work that this 
Commission is charged with doing? 

“ell you see I have been asked to prepare, and have 
prepared statements bringing in these >vast profits. 

But I have done thst only at the request of the 
Commission. I had not, prior to this moment, 

been asked for an opinion as to whether they should 

be influenced by past profits. 

Tou GeLleame. that. I will ask you for the first 

time. I thought per aps you had been = sked? 

Wo, I do not think I have. 

What is your view? ‘ie have had everybody else's 

view but yours. ‘hat is your view as to the right, 
qualified or unqulaified, of this ooniisedon to look 
into past profits of the koyalite Oil Company, and 

do more then look at them..... 

I do not think they should take them into eecount in 
fixing their rate now. These profits were the 
Royalite's own to do whet they liked with. 

Do you agree with the stetement that I quoted to uur. 
Taylor the other day from the text book, that they 
sould be looked at. It would be better if I had the 
guotation here, but perhaps you recall it? 

I do remember it. 

“hen you are dealing with a Company that has had a good 
experience, no losses or the losses recouped from sub- 
sequent profits, that that state of affairs, that fact 
might be taken into account by the rate making body in 
fixing a rete of return - in dealing with that element 


at least, a rate of return on the investment. 
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MR. MOLAN: I was not sure whether it 
was the first rate being fixed, or a new rate. 

MR. FRALEY: ) : Nos Gad ee eymeue samen 
time to time, because the word used was that the utility 
has had the experience - you can gather what you like 
from that. 

Mi. NOLAN: I gathered from it it was 
& new rate being imposed upon that utility, after the 


utility experience. 


Me. FRALEY: Yes, I think that is fair 
to sey. 
Me WOLA I + I would not like there to 


be any misapprehension of the consideration to apply to 

@ private enterprise becoming a utility, and having the 
first rate fixed for it. 

BR. FRLULEY: .That is a distinction. It 
may be a proper distinction to take, Mr. ‘jolan. I 

say thet frankly. 

I believe that distinction was nade at the time wasn't 
it? 

I certginly read everything that was in the book relating 
to it. -I said that the utility has had the experienos 
whioh showed no losses, or if losses, they were recouped 
by Subsequent profits. Mr. Taylor, you will agree, 
agreed with me. He agreed with the statement in the text 
book that would be a case where past profits might be 
looked at. ‘/ould you go that far? 

Plihentk he did, didn't he? 

Yes, he did. Do you go that far? 

I do not believe I have enough experience to give you 


@n opinion on that, Mr.Frawley, 
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ell that is becomingly modest, iv. law. 

MR. FRAWLEY: ss T would like to interrupt 
to do one thing. I was requested to do it before the 
Commission rose. Mr. Plotkins has handed me this 
morning what really is a draft letter to vourself, 

Sir. It is a statement which he has handed me in 
written form and he tells me he will put it on o 


the letterhead of his Gompany and send it to you through 


the mail or anything you consider right. It is 


relating to something that transpired betvieen you, ur. 


Chairman, and Mr. rlotkins, yesterday, and it occurred 
to me I might bring it to your attention. 

THe CHAIRMMA Ll: Something what? 

Tea oe es tlt YS (ff statement you made to 
Mr. Plotkins yesterday as to his status before this 
Commission. That is what it has to do withe It seems 
to me the vay to deal with it is perhaps to reed the 
communication to you for the purposes of the record. 
Bither that or I can show it to you and let you say 
as to whether or not it should be done that way. 

Or if you would like to discuss it with me during the 
noon hour, you do not need to deal with it now. 

THe CHAIREAN: The effect of this com- 
munioation is that Mr. Plotkins desires to act as 
Counsel and cross-examine 411 witnesses in connection 
with this Inquiry, I gather. 

pe SOL Ley: I take it thet is the 
efvect of it, Sir. 

To Ceara se We Will think about it 


and say what we have to sey at @ o'clock. 


(At this stage the Hearing was adjourned until 2 P.ii.) 
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THE CHA IKWAN ; Mr. Frawley; we have taken 
time to consider lhir. Plotkins' application to be 

given leave to exatiine witnesses before this Gom= 
mission, which was communicated to us through you. 

We are disposed to grant that request because of the 
fact that he places it upon a ground which may be a 
sound one, naniely that he has a special knowledge of 
this industry which no counsel could enjoy but in 
granting the application we want to make it quite 

clear to Mr. Plotkins that this Commission has been 

set up, not to advance his business interests, but 

to arrive at a conclusion with respeot to all mat- 
ters which have been committed to us for inquiry. 

This I am sure he appreciates as well as anyone. 

Secondly we want to make it clear that we are 

anxious to make progress in connection with this In- 
quiry and to that end if we thought it would serve 

well we would sit much longer hours than we are now 
doing but we are of the opinion that, putting in the 
time we do, it is quite all the time that can be use- 
fully put in because listening to the evidence we have 
to listen to and to concentrate upon it ana to under= 
stand it and to appreciate it, the hours put in are 

all that we can put in and do justice to the work which 
we are charged with doing. I mention that because of 
this, I want it clear to sire Plotkins who has made the 
application thet we do not propose to have a duplication 
of counsel work but insofar as counsel for the Commission 
is able to bring out the evidence it is not desirable 


that it should be brought out twice but to the extent 
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that it is felt by iur. Plotkins that the Subject has 
not been covered, upon which any particular witness 

is speaking, we think it right and proper that he 
should be given an opportunity of doing such question- 
ing a8 may advance our knowledge through the medium of 
cross-examinetion of the witness who may then be in the 
box. Now you understand clearly what I am putting, I 
hope isre Plotkins, and subject to those considerations 
which I am sure you will beur in mind, we are going to 
grant your application. | 

viRe PLOTIKINS: Thank you, Mre Chairman. There 
is one point that I believe I either omitted or I did 
not make it clear in my application. It is not so much 
the right or the privilege of cross-questioning any 
witness as it is as I was trying to convey in my ap- 
plication, to cover the facts that Commission Counsel 
is representing mainly the government and the public, 
and as the Government also acts and is a factor in the 
industry and their interests, the Government's interest 
and the industry's intercsts at times are at variance, 
I have asked for the right or the privilege of present- 
our o.se, not through Governient Counsel but on our 
own behalf. 

THe CHA Tiual: Yes. well you nistake the 
duties of Governnent Counsel. You say "Government 
Counsel" and I think your language indicates that that 
is your thought. i:r. Frawley is appointed by the 
governuent, there is no question about that but in his 
capacity of Commission Counsel it i8 his duty, and a 


am quite sure he will bear it in aind and he has hereto~’. 
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fore done so, to call all witnesses who nay give 
evidence that has a bearing upon the problem with 
which we are concerned, no AR Gee with what in- 
dustry they may be connected, no mitter who they. may be, 
so long as their evidence is relevant and may have 
importance, we want to hear it and you will exper= 
ience no difffculty in getting ur. Frawley to eall 
any witness whose evidence may be relevant and mey 
be of importance. lir. Frawley is not here to serve 
anyone in particular and there should be no thought 
that he is. His business is to eu ts all evi- 
dence which will assist us, no matter where thas 
evidence may point or who is giving that evidence, 
but all I am saying to you is this, as you are 
given the privilege so will you I assume take your 
responsibilities seriously and not undiuly lengthen 
the proceedings which are already quite long, as you 
knowe That advantages no one. ‘Je seek to avoid dup- 
lication but if you have special knowledge which per- 
mits of special skill either in bringing out evidence 
or in cross-examining witnesses who are giving evi- 
dence you are given that privilege. Now you cannot 
ask for ony more and I trust that you will collaborate 
with those who are trying to get this work done, as I 
am gure you will? 
like PLOTKINS: Yes 
MR. FRAWLEY: Pe LiaWe 


ARTHUR iiAW, having been re- 


called, examined by ire Frawley said: 
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Q Re FREWLUY: Mir. haw, you were saying to 
me this morning that in your opinion the money which 
the company invested in the 6-inch loop which was later 
taken up, less the amount of recovery which was ob« 
tained, was properly included in the capital structure, 
ior your opinion? 
& That i8 right. 
Q And the same may be said of any items of a sinilar 
nature? 
A That is right. 
Q Le eee is oe to regard the o-inch loop transac- 


tion as a | capital loss I cae it? 
— - 


A Yes. 

Q And that capitul loss along with «ll other cxpital losscs 
would ultimately be charged to the profits? 

A Yese | 

Q Uatimately be charged to the profits over a period of 
years, which years are selected from the life of the 
asset; selected? 

A Thet is right. 

Q Selected within which to retire them? 

A That is right. 

Then we have it that this Boo il loss would ultimately 


be charged to the ore of ine al company, then it 
ultimately becomes an operat ing ‘loss? | 

4 Yes, that is true. 
$a ST ho tals. cant 

Q That ig true, and as a matter of fact this company so 


| 


regarded it as an operating loss? 
£ To the extent that it was charged in their profit and 


loss account for the year, yes, that is true, but it 
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was definitely shown as & loss arising out of capital 
assets. 

Oh yes, but it was regarded by, in the recordings of 
the cofipany as virtually an Operatimg loss? 

That is right. 

For all practicsul purposes? 

Yese 


Now naturally that lewds me to this, you say that this 


Commission cannot look back upon the operat ing losses, 


upon the operating profits I mean? 

THu CHA ThA: . Should not. 

Mine FRAWLGY: Should not, should not in your 
submission look back upon the operating profits? 

Wo, they should look back on the operating expenses but 
I do not think that the rate tit they decide on should 
be influenced by the operating profits of the Ste 

Well I thought this moming you told me that for 10. 
purpose, for no- purpose, should this Commission pay 
attention to or have regard to, in your submission, the 
operating profits of this company in the past? 

Phat is right, but that is the profits as distinct from 
the expenses, you see re expenses of the past are the 
only guide to the expenses of the future. 

well the expenses of the past it would seem to me are a 
guide whether there are profits or losses, revenue 
against expenditures made profits in the past? 

Yes, but that is different, that is different. 

Phat is a fact, is it not, I mean how far do you go 
then when you say this Commission should not in your 


submission go back into operating profits? 
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i said that they should not in my opinion be influenced 
by profits or losses in the past but they must considér 
expenses in order to have sone basis for estimating 
future ranean 

well at the moment that seenus to be a little confus ing 
also, let us ses, how much we have definite, the facts 
that this company made profits in the past is in your 
respectful submission no business of this Gonmissi on? 
Yes. 

And the fact if they had made losses it would still be 
in your submission not the proper business of this Com- 
missivun to go into that? 

That is right. 


And I mean there is no sense in even looking at them un- 


less they are going to make some application? 


That is right. 

Of the infonmation? 

Yese 

So that they must not look at losses or profits which 
have happened to this company in the past? 

That is right. : 

But you tell me that this was essentially, when you 
reduce it to its constituents,. the 6-inch Loop tran- 
saction? 

Yes. , 

Was essentially an operating FORBs 

That is right. 

Now why, when you go back and look at that operating 
loss, nee it up, set it up, capitalise it, pot it 
into the rate bese, why will you not allow me, if < 


were the Commissiontto go buck und take those profits? 
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I do that because to arrive at a rate bare we nust take 
into account the money which the company has properly 
Spent in acquiring its capital assets. 

v@ come back to that, we are forever and forever coming 

back to that? 

That is right. 

AB your starting point and finishing point? 

That is right. 

Lam only pointing out, itr. liaw, I am suggesting to you 
that there is a serious and vital, to me a vital incon- 
sistency there? 

I do not see it, ir. Frawley. 

You appreciate that that is running through my mind? 

I see exactly what you have in mind. 

Yes? 

Yes. 

Because you say, why should you treat capital losses, 
which you were kind enough to say, not kind enough, 

put frankly say,is in reality just an operating loss 
when you get down to the costs eventually? i 
Yes. 

So we have that much cleer now, and hire. Taylor told 

us last week there was no reason for dealing with 
capital profits in any other way than you dealt with 
operating profits and no way of treating capital 


ing losses, do you agree with hin? 


ee ee 


Yes. 


Then I say to you, why on the one hand do you say 


they cannot have any regard to operating profits, 


when you have deliberately gone back into operating 
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losses and brought one or them nut, set it up and 
want it to be amortized? 

well I have set it up only as an Original investnent 
of capital. 

Yes, and that is, without be ing discouraging about it, 
that is the only answer you can give me about it? 
That is right. 

Now in fear and trembling, lir. Maw, I aa going to ask 
you a couple of questions about that glel,000, that 
figure--- 

Ca we DLG VLOI".. 

It is Exhibit "LOO", wir. maw, I understand that the 
$121,000 is the sum total, if I may use that expres- 
Bion, of monies invested by the pipeline division in 
indirect assets, so far so good? 

If you choose so to regurd it. 

Can it not properly be regarded as what amounts to the 
capital invested, the money invested by the pipeline 
division in indirect assets? | 

i would prefer to put it another way, if I may, I 
would say that it represents perhaps better the annual 
amount allocated to the pipeline department of the 
investment by the Royalite Oil Company, Limited, in 
indirect assets. 

The figure for 1928, to take one, of 5324.82, is the 
resulting figure? 

That is right. 

Which you have worked out by applying your percentage? 
To the additions for 19c&. 

Tt does not, does it bear any relation to the ¢263,500 
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which, or leave out the contingency, no, I will have 

to leave it in because there is no other grand total? 
Yes. | | 

Does it bear any relationship to the we265,500 which 
Mr. Coultis says he, and he is the pipeline division, 
he is going to spend in the year 1939 on various kinds 
of assets, direct and indirect? 

Direct only. 

Those are only direct? 

Yes. 

Only direct? 

Yes, the ixhibit is headed on the front page "Pipe 
Dine siviaion.. 28 At not. 

Pipeline Division, yes, physical capital budget, it 
doesn't say direct or indirect? 

Well those are cirect. 

Well the siall tools and equipment for ¢2000 on page 37 
Those are Sssets which if they are purchased in accord- 
ance with that budget will be in the direct classifica- 
tion here, in other words iir. Frawley these 26¢ odd 
thousand there corresponds to the 1948 figure of 
$475,660 and in no way to the 4554.82 which you mention. 
Those are going to be nobodv's deumeuee but the pipeline 
Division? 


That is right. 


If the absorption plant wants to use one of those small 
tools they will go and buy their own so far as ir. 
Coultis is concerned? 

Pint is right, that is right. 


Thome are not used by various branches? 
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Oh no, they are pipeline direct. 

But we have cianeey sane that in the indirect assets, 
have we not? 

A Oh I would think so. 


forge and machine shop is one of then? 


> 


a Yes, but they do not appear on that lixhibit of iir. 
Coultis' at all. 


Q Well let me understand this, supposing there was 
to be some additions to the forge and machine Bhop 
Phil ISO 7 

A Yes. 

Q who would make the expenditures? 

A The Royalite Oil Uompany. 

Q fll right. Now perhaps we are getting somewhere--- 

A No look here, they would not appear in that budget. 


Q They would siot appear at all? 
A No, not in thet statement of the budget, they would 
appear in the koyalite. 

Q But not in this Bxhibit "134"? 

A No. 

They would appear in the Koyalite budget? 

A Yes, of course of which that pipeline is a part. 

Q Yes, but a separate part’? 

A Yes. 
And if the koyelite O11 Company wanted to make some 
additions or buy same equipment for its forge and 

machine shop, they would make that expenditure? 


h Yes. 


Q They would own the assets completely? 


A Yese 
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But they simply give iir. Coultis the privilege of 
going and using them? 

That is right, that is what happens in practice. 
Then the $5,334.82, being the percentage of utility 
assets in the year 1938, is not $5,334.82 spent by 
Mrs Coultis in indirect assets that year? 

No. 

No? 

NO » 

That is one thing it is not, in any event? 

No. 

So that we do not have two comparable things, 
direct and indirect, that is true is it not, I mean 
representing money invested and money spent in the 
pipeline division? 

No, I think that is right. 

Because on the direct side you simply add up all the 
things which Mr. Goultis has been spending since 
1935 and that you say is the total of the direct 
capital assets? 

Treat is right. 

And that is a fairly simple thing to arrive at? 
You bet, yes. 

That is what you and Mr. Morrison agrped on a long 
ime ago, is that not 80? 


Yese 

It is this other thing we have not agreed on yet, Bo 
hat is a very simple thing but there is nothing com- 
parable to that, Mr- Goultis does not go out eeah 
year and buy some direct assets? 


Noe LI think the only thing that is comparable is if 
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you look at the pipeline division as an entity today, 
it is quite obvious that any additions to its direct 
assets in order to function properly, it must either 
Own or have access to those indirect assets. 

Q Yese Mre Coultis, like all other departments, has 
acces# to the indirect assets? 
Pr La Pic nt. 

Q Then let me put this to you now, you said this morning 
of an exhibit that it was comparable, yes, Note 2, of 
Ex oiG Le 7)? 

Yes. 

Q, That a very good way of regarding this would be for 
the Koyalite Oil Company as a separate entity to own 
all of these indirect assets and Mr. Coultis come 
along and for the privilege of usim them as much as 
he wanted to, taking them away for a day or a week, 
and bringing them back to the warehouse and shop and 
s0 on, to pay a charge, an annual charge for that? 
That is right. 

Q As a matter of fact, if that had been done there might 
have been no use today, ~ then you would have simply, 
you would then simply be looking for the correct amount 
to arrive at as a fair annual rental charge, to put it 

that way, that lir. Coultis should pay to the Royalite 
Oil Company for the purpofe of. using: the Royalite Oil 
Company's forge and machine shop and so on? 

A That’ is right. 

New that you think would have beer a first-class way 

of arriving at what the proper cort, which should be 


le acele 3 
borne by the pipeline Givision, Should be? 
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I think that would be a good way. 

Q And the drilling of wells department uses the forge 
and machine shop too? 

A Yes it does. 

Q And what amount would you put against the drilling 
of wells department in this theoretical annual rental 
charge, and the answer is "none at all"? 

A Just a minute. 

All right, I should not answer for you. 

A This annual rental of the assets is what you are talke 
ing about, not the charges to the operations in the 
course of the year--- 

Q Wait a cinute? 

A That is the operating, we are not discussing the op- 
erating function of the forge and machine shop as such, 

Q No? 


A Just the annual cost of maintaining such an asset in 


the company. 


Q Well you say they do nok own any separate indirect as 
sets, do they, the pipeline division? 
a Noe 


Q It i8 not practical that they should duplicate all that 


indirect equipment? 
No it is not. 


All those indirect assets? 


No. 
So to me at any rate it seems a simple way to pick out, 


Oo & © & 


to say that they should pay something for the use, the 


extended use. free access to these indircoct assets? 


A That is right. 
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And thet seems a sensible way to Look at it? 

Piet. 18 right. 

And again we have in mind that we do not want our 
pipeline division to pay any more nor any less 

than a faiv charge that they should pay? 

Phat Ls right. 

All right, and it is being used, these indirect as- 
sets, forge and machine shop, is being used by each 
and every one, I take it, of the departments? 

I think go. 

From tho beginning to the end? 

YeSe 

E do not suppose there is a single one of the depart~ 
ments that does not use them? 

Probably note 

But under your system of allocating these indirect as 
sets you would not be able to find any place in your 
picture for an annual churge to be assessed against the 


drilling of wells department for the use of those in- 


direct assets? 
Wo, but I have quite a large annual charge against the 


operating of wells. 

Oh yes, you pay the wages, the crew that drills the 
wells? 

It is the operating, the operating of the wells depart- 
ment which should stand the administration if any. 

Not the administration now. I am not talking about ad- 
ministration? 

In the drilling of wells. 


Well thas come out of the addinistration and over into 
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the incirect assets, Mr. Maw, I am talking about this 
forge and machine shop? 

A Yeso 

Q And we 6an gee it in part going right out into the 
drilling of wells dcopartment on Monday, that is right? 

A Yes. | : 

Q And we can see it coming back on Monday night and going 


out tc Mr. Coultis'’ department on Tuesday? 


A Yes. 

2 We can picture that easily? 

A Yes. 

Q But under your setup Monday pays nothing and Tuesday 
does pay for the use of that equipment? 

A Not under my setup, the operation will pay for Monday, 
the cperating costs for the year will include Monday's 
COSt » 

Q Now vou are talking about the operating of wells? 


No. I am talking about the operating costs in the 
profit and loss account. They will bear these ex- 
penses of the forge and machine shop, these more or 
less netulous expenses due to owning the thing, that 
will be charged to the operations of the company. 

Q But it will not be charged against the drilling of 
wells? 

A E+ will not be charged against the drilling of wells. 

Q All right, now I do not want to lose you, it is hard 
to follow you through these accounting words? 


MR, NOLAN: I wonder, ir. Frawley, if we 


find out first, whether the forge and machine 


Cen to 


one of the indirect expenses allncated by us? 
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Mike FRAWLEY: I think we could find that 

out.» The forge and wachine shop, I have been taking, 

I thought I had one that we could agree on. TI see 

my friend is making some objection to It, BOL Might 
take something else. iir. Morrison has used the 

machine shop as an indirect asset, he is using the 
yesidual balance as an indirect expense? 

Yes, he is using the assets. 

Does his trentment of it differ radically from yours? 
AS regards the assets, ne. 

Is it quite all right for you to follow me through this 
discussion, as I use the forge and machine shop as being 
typical, or is there a better one, the fuel=gas line 
perhaps is better, is it? 

I think perhaps it would bee I do not think relatively 
it would make much difference but we will take the fuel- 
gas line. 

I mean if iir. Nolan has some reason for objecting? 

I¢ I may say so, we are rather in difficulty on switch- 
ing from assets to operations. One time you speak of the 
operations of the asset and next the operation of the 
indirect operating expenses, right now you are dis- 
cussing the assets. 

I am talking about, there is a charge arising out of 


the ownership of the assets, is there not, that is 
called amortizution? 

Yes. 

There is that anyway? 

That is right- 


So we have that much? 
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Yes. 

Then we will grasp to that and Cling firmly.to it 

now, there is that much anyway? 

ae 

You say you do not charge up against the drilling of 
wells department any annual charge to anortize the 
indirect assets? 

That is right. 

But you do charge up against the pipeline division 

an annual charge to amortize the indirect assets? 

That is right. 

Right. Now we have those two basic statements and you, 
I thought I might make it more clear if we translated 
this into an annual rental charge which would be sufe= 
ficient to take care of all thowe things, would it not, 
amortization and everything else? 

That could be done. 

Yes, and it may not help it a bit, I thought perhaps 

it did but let us deal with this annual rental charge, 
you would not have anything in your annual rental 
charge to the drilling of wells department for the 
carrying of the amortization would you? 

No charge would end up in the drilling of wells depart- 
ment for amortization or rental of those assets. 


Would end up, then that is the end of it? 


By that I menn that such charges as you might consider 


proper to go to the drilling of wells would under my 
system be absorbed in one of the operating departments. 
But there is a charge during that drilling of wells, 


from the beginning, of the spudding in until it is com 
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pleted, perhaps for six months of the twolve 
months period, perhaps it is a drilling well for 
six months and it is an Operating well for six 
months in any given year? | 

A Yese 

G, But you say that during those first six months they 
c&éh use all the fuel-gas lines they like, all of the 
forge and machine shop that they may want to use 
and there is not any charge against then for the re- 
tirement of the investment which the company has in 
those assets? 

A That is right. 

Although directly it turns from a drilling, the very 


£5 


day it changes from a drilling of wells deparment to 
the opeiating of wells deparment all those charges are 
made? 

A They are made anyway, ire Frawleye The charges are 
there; they have to be absorbed somewhere but whether 
the well is drilling or whether it is operating the 
cperation will stand the expense, not the capital 
value of the well. 

@ Yes; ultimately, I know, ultimately there is a 
difference, but whether it is from day to day, at the 
end of the year you de not put against that first 
six months when that well was drilling, any portion 


of those charges which you and I have been talking 


about? 
A No. 
No, but you do at 12 o'clock noon on a certain day 
> 
that they suddenly, when it suddenly becomes an oper- 


ating well, and that to you nakes oll the difference 
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and then it begins to stand those charges? 

You have not quite got the point, Mr. Frawley. The 
difference is not quite as clear-cut as that. 

No? 


Because you see the operating departments of the 


company are standing that. expense both before and 


after the well comes into operation... — 


Yes, but some other department is standing it. dur ing 


that first six months in the drilling of the well, 
and not the drilling of wells department? 

That is right. 

And that where it all goes over to the operating de- 
partment there is a reallocation in. any event and 
that operation, call it the operation from the begins 
are but the last. six. months of the operation in. 
that year, namely its producing period, there is a 
big change in the allocation of costs, to you? 

Yes, I must be quite clear about this, you are dis- 
cussing tho methods used on our kkhibits only, are 
you not, you are not discussing the method employed 
by the company. 

Oh no. 

Just on our statement. 


Yes, just what you did? 
Well I think I have given you the right answer. 
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and these statements - you are agreeing then knowingly 
to these statements I am making to you? 

Yes, Pitre So. | ) 

all right, let us frankly face this great divergence. 


Really, all that amounts to is, is it not because you 


ii 
f 


have in your mind as an accauntant a rigid distinction jj 


cst Sara 


between capital and income? A 
res, Unat 16 so. 
And you have in your mind the fixed idea - a perfectly 
g00d idea from an accountant's point of view advising 
this cOmpany - in the keening of its ordinary records 
from day to day, that there should not be charged up 
against this drilling operation any overhead? 

teu ts Tight. 

Because you say it is a capital operation? 

iat 1s rieh v. 

And for that reason and only that reason you say ‘We do 
not want anything charged up against that Drilling of 
Wells Department of any par% of this overhead charged 
up against that"? 

Yes, that is right; 

It is a capitall operation and it is basically unsound 
to capitalize expenditures, as you say? 

Theat Lei Pi ght. 

Very good. That may be for this company from day to 
day and year to year but have you not got a conpletely 
and totally different duty in submitting the picture of 


these costs, and the segregation of them, to this 


Commission’ 
No, I don't think so. 


You say nov? 


L think the same rule should apply. 
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Sur system leads you to this, Leads "vou 16.6 ne 


necessory conclusion that this Commission is not con- 


cerned with how the overhead was actuaily spent and 


used up during that Drilling of Wells period. you 
have to say that, haven't you? 

Yes. We are presenting the picture to them of how we 
consider it was spent. 

No. Do you not say that this Commission - you are not 
giving this Commission any portion - you are not putting 
to the Drilling of Wells department for the information 
of this Commission any portion of the overhead expense? 
Phat. oS Tracht. 

so that you must say that this Commission is not concerned 
then with knowing how much overhead was used up in 
connection with the drilling of that well? 

Pelt. 20 Jur Opinion, none “was, 

None Was. All right. How can you say that none was? 
How can you say there was no overhead expense used up 

te we find Mei John MeLeod actually out walk rae ound 
that drilling well and saying "I want this done” and 

"T want that done"? How can you say in face of that 
as a fect that no part of that overhead was used up? 

Mr. McLeod's time was used up. Mr. iicLeod's brains and 


ability were used up, were they not? 


TH: CHslI RMN: Utilized, 1°Wwourtd say. 
TER. FRaWLsy : Yes, utilized, without being 
used up. Sel f-replenishing. 


Weren't they utilized? 
They were utilized. 
You show m where I am wrong? 


In our opinion, they should be charged to operations of 


the company. 
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But so far as this Commission is concerned, striving 
to parcel up, as I believe they are striving Go divide 
up Mr. McLeod's salary so that every portion of this 
canpany will bear its share and naturally see we will 
not bear any more than our share? 

Yes. 
Then why are they not concerned with finding out how the 
overhead was utilized? 

We are endeavouring to show the Commission where that 
overhead should be applied. 

You say Mr. McLeod's salary, it is this that Mr. MeLeodts 
salary would still be paid, even if there were no wells 
aril ling? 

toa ke right. 

Couldn't you say the same thing and reduce it to the 
absurd, that Mr. McLeodts salary would be paid if there 
Was no absorption plant being built? 

Yes, absolutely. 

4nd Mr. McLeod's salary would be paid if the pipeline 
suddenly collapsed into the earth and no more oil goes 
through it? 

For a time, at any rate. ° 

And irs Moleodts salary would be paid 18 Mp. Bihinerts 
counany stopped buying his gas for the City .cf Caloary., 
wie have Mr. ieLeod's salary going on even though there 
is nothing being done in the conpany?, 

wR, NOLAN: Mr. Milner's salary would 
not be going on. 

May I just put in this exhibit now? 


MR. FRAWLEY: Yes. 
tt hienk witips elaLr Ly definitely beams on What you have 


been asking me. 


I hope it clears it all up for us. 
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A ® evhank it should, 
wR. NOLAN: Describe it, ir. Maw? 

nN This is "Handling system of accounts for pipelines 
prescribed by the Inter-State Commerce Commission 
in accordance with Section 20 of the Inter-State 
Commerce Act, first revised issue, effective on 
January lst, 1935. Page 12 of this booklet, to which 
t am referring - shell I read the part I am concerned 
with? 

Q meses you Like, 


(BOCRLL? US UsseT Oni 


HC LARK CD ~LAR TBI oe a. 
Wem (Chin RRL + You made varticular ref-rence 
toa .certe ine > age? 


A eee Ls. 


g Cin Homey Laby. 3 ahy other way of describing it, 
by number? 

is I am going to read subsection (2) of parserapaccs « Coat 
of construction. 

re) Yes. I think if you, read the whole paragraph: 


A Nes, L willt-read it alt. 
"Ze, Cost of construction., - The cost of the construction 
of property chargeable to the carrier-prop rty primary 
aecounts shall include the cost of labor,material and 
supplies, special machine service, transportation, contract 
work, protection, injuries and dam. ges, cost of vrivileges 
and permits, texcs, rent, interest during cons+truction, 
and other analogovs elements In eonnection With such work, 
inecludi g costs for prelimin-ry work such as sinking test 
holes or wckineg soundings fom buildings 2nd, other 


structures. (3¢¢ also instruction HOME? Ges, 


The sever2zl items of cost here referred. to are defined 


as follows: 
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(4) ‘Cost of labor' includes the amount said for 
labor performed by the carrier's own employees. The 
Salaries and expenses of engineers and other officers 
specifically assigned to construction work shall be 
included in the accounts appropriate for the cost of 
the property in connection with which their services 
are rendered. No charge shall be made to these accounts 
for the pay of operating officers «nd members of their 
staffs who merely render service incidentally in 
connection with construction work." 

There is a note to paragraph A. 


"Note.- The office and traveling and other personal 


6xpenses of officers and employees, shall. be. included in 


the 2ccounts to which their pay is chargezble, except 
that traveling and incidental expenses incurred by 
operating officers and members of their staffs while 
rendering service incidentally in connection With 
eonstructi on work shall be included in the cost of the 
work upon which they are incidentally engaged." 

It is difficult to just arpreci: te what :1l1 this means. 
T have also, if I may put it in, another Exhibit dealing 
with the same subject. 

Yes? 


This is a book "Financial Fyaminations” by #. 4. Thormton. 


Who is he? 
GR. FRsWLy: Is he described in the fly-leaf? 


No, :ir. Thornton is a very modest man and he does not 


describe himself. 


it RMN : ay witness no doubt knows, if 
THis CH AT RMN ‘ The wit : 


he is going to use it. 
“R. FRAWLAY: Do you know anything about 


Mr. Thornton? 
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THE CHALTRIMIAN: YOu subscribe to the views 
expressed by whoever wrote Uxhibit "138", do you, Mr. 

Maw, that pamphlet? 

Yes. 

NoW, you are reading fran a book written by one Thornton, 
did you say? 

Thornton. 

are the views therein expressed yours? Do you agfee with 
what he says? 

Yes. 

and Who is he? 

wR. HUMSHRIOS: He bs; axcerntitied public 
accountant in New York, who has written several accounting 
books. 

He does not say in his book who he is. 

TH CHATRiAN: Well, .you may read it anyway. 
You are saying he expresses your view in language that 

is his own, I take it, Hr. Maw? 

LOS 

All right, and using it as a different method of expressing 
the views that you hold? 

I am using it merely as additional evidence to bear out 
the correctness of the method . hich we have used in 
allocating indirect expenses. 

“ell, thet is your purpose, no eRe lode nye HUG IA Treading 
that tous are you reading that which exnresses your own 
views? 

Mies. 


You see, that gentleman is not before us and has not 


been sworn? 


No, I see. This is my view as well as his. 


we 


Peas 
<a ee 


shee 


iG F re ae aa : P +p ie ee ae 1 Oia 
BS. oie 4 wk Tage ae ee eye tes: ie ve 
a ar a a yr 


> be rae 
, S Memes (aby 
oma fe. y ya Leh 
a a kas ee, a 
; ra ak i ra 
a one pe | eat ee Ras ip 
Per Oe les Batis CR 
: ’ 
P iv ‘ 
See AN. cas Lhd i 
i re 5 7 


ee mek: sriboine: vocsorseer 7 


ver 


Va, OLS 28 ey ern ae 


' * .< 


® = ‘ p= 


. : ee . 1 7 A ee oats oe 
Te al, | | Pete YY, rua, 


A. Maw. 
~3754- 

Q 41] right, you may read it. 

A Pages 102 and 103. This is an extract from a para~grape 
headed "Construction by Company's own staff.” 
"Capitalized cost of buildings, machines and other 
equipment constructed in this way contains all the usual 
elements of cost - material, labor and overhead - but 
no margin of profit may be added. If work of construction 
is done concurrently with ordinary operations it is not 
good practice to capitalize such an amount of factory 
overhead that the manufacturing costs of the ordinary 
product are reduced below the normal amount per unit 
im periods in which no construction is done." 

MR. COJMISSICNER LIrSiT?T: Do you include overhead there 
Pomoee on tThe-thines that should be eharged? In sine 
first sentence? 

A Prework of construction 1S iddrm) concurrenthy with 
ordinary ap anden it is mot good practice WM capitalize 
such an amount of factory overhead that the manufacturing 
costs of the ordinary product are reduced below the normal 
amount per unit in periods in whieh no constructdon is 

done, 

Q But in the sentence before that. They say capitalizing 
part of the overhead, do they not? 

A | Material, labor and overhead, and it qualifies it with 


this second paragraph. 


> 


Yes? 

A On page 105 it says: "So soon as the work is completed 
capitalization of overhead ceases; it ceases also as 

soon as oneration begins, whether the constructi on work is 


then complete or not.” 


(FINsANCIAL EXAMINATIONS 
BY F. Ww. THORNTON IS NOW 
— WARKLD “XHIBIT "139". ) 


Loa - - oa — J a : ne — * ze « . : = Sue 
iS -_ te — :- ro - . 2 - - ~ & . * a - : * 
nse - - yf ; ace 3 - * ae : 5 
-« ‘ ” . rt, - = bx. ela 
z - P -- P : = : 
ay se P oie; es : y é a4 - ° i : : e 3 
" red ; meat? af “ 4 ~s 7 pa "ha ‘ye: c in * 
ER us = hee 8 . = . 3, E : : ae 
+ “ pe rm e Shee a — : 2% 
$5 ¥ = ; : 3 
ou Sig Hy ~ ie ~ wg 03 - . Z 
oa 5 Peds 4 ed = a . ° * 
am a: tow = hs ‘aid Sales = - . ai 7 . - 
aus 2 3 » ~ = 2 - : = e - 
; aes ~ feo ae &- 6 = = 
3 em : = noe a= : ; = : ood ‘ie 
i m2 (EF Seo $i o, : : es : - 5 ; ae -- 
; es ‘ Si _ ry etd set « rw rR Page te --- 
ee ey . = : pear - 34 : : ie 7 
a oe is va - 2 
= e = = oo . Pe 5 re . _ —— 
eos we Z — Ne Mees tee apes. . a> 7 - . 4 = : 4 
’ ~ = - + “7 3 ~ : . “i A 
a a . a — Pore = . SS x ey 
=~ Ae: , eS . ae ae ent e 3 - 
= : ' a the < , : = ~ aye hee . 
aes x = , oa ms z 
~ , . ee ee. . 4 y 2 ¢ 
‘ S5 B x SOs; sé = 
¥ ee ea one : “S : 5: -e 
ee ae se s SH ran oe s ae - 2 : : 3 
™ % > pe) E. ae 7 es 2 ~ ‘ iG 
Ee CR Sea " > : m7: : ass a == , 
: ~ ar hos = rey — = 7 
eres _ ua . BS 4 
noe zs on < es ee 
Fa Soa 5 a ¥ Kee se 2 + 
7 = 
' : “ s 7 z a % : 
= ; ‘ ote ne “ : 
5 = wet oe =e . - 
Pe a S S pe : ee 4 
a Suse ? . = : S < 
ey e Sots : re = 
: + g ities ™ ¥ oe aad 
. 3 ‘~ =o — - 
od - a es o- - ~ =a 
4 = caine S we! - . 
5 5 : < ; 5 ~ 5 : = 
. . 7 ‘E = 
5 ; Ae, oe 5 : - 5 \. 
= : se 5 nae SEs yy 2 ‘ 
-- £¥. : —! . 
am S ¥ = ae 
Sik. x ca = . . - : -! 
. <= 4 ahh - 
e aera, : id se aa a ths 
= x 4 : - fas y 
8 = . 3 . ee . 
4 cng : 5 5 i 2 ‘ es 
— Z 5 = z ‘os s Site 


Ave 


Q 


ah 


Ls 


bo 
= 


> 


& 


i>) 


Maw. -5755- 


MR. FRAWLEY : Let me just follow it up, Mr. 
Maw. J understood sae days ago th-t fundamentally the 


reason you did not allocate any part of the overhead to 


the Drilling of Wells Department was because it was unsound 


in your opinion to capitalize that kind of expense? 

Aap ear ehh. 

and then there is some different connection between that 
proposition and the proposition that it made no differenge 
in any event because that expense would go on just the 
same, and Mr. MeLeod's salary was named as an instance, 
In makes no difference on the final winding- up, the 

last day of operation of the project. But an aw 
intervening periods it will make a difference to the 
Operating expense. 

But as administr=tion overhead, you do not charge any 
Peargeet it to the Dprillingiof a well because you say 

Mrs HeLeod's salary will go on in any event, and if is 
not a material expense? 

PaeGers Tigi’. 

hep Le vyour "SroposiL tron? 

Yes. 

and why not say, equally soundly, it strikes me that way, 
equally soundly, do not charge anything to -r. Coultis' 
department because Mr. NieLeod's salary Will go on just 
the same. That does not advance us. Or how does that 
advance us? 

llell, Mr. Coultis' department is an operating department 
and should properly bear the operating expenses. 

In the books of the company? 

and for your purposes too, -ir. Frawley. 


For the purposes of this Commission? 
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Yes. 

Well, am I not right in saying that Mr. Coultist salary 
Will go on just the same? 

WES < 

Then why charge any prt to the pipeline department? 
again, because the pipeline department is an onerating 
department and as such should stand the Operating expense. 
ft am really trying to grasp it and understand it if I can. 
There is some remarkable difference betwen what you "calt 
an operating department and a capital department? 

Yes. 

Mell ~ to me, to the ordinary laymah, iteis just ‘two 
working departments of this company. Men are going out 
into that department to-day to work and men are going out 
to that department to work and wr. MeLeod is sunervisim 
the activities of both groups of men? 

That is right. 

what difference in the world does it make to this 
Gommission, who are only secking to put a proper share 

of the costs against all departments, that you give them 
the magic name of "Operating Department" and "Capital 
Department"? What is the poict about that? 

The difference is mainly this, that any department which 
is solely for the purpose of making capital expenditures, 
the funds of the company are being invested in an asset, 
In an operating department the department has revenue 
and expenses and makes 4 profit or loss. (Mere 2s 

very big difference between the two, in my Opinion. 

in the pooks of the...-- 

faweacttial prctice. 

In the books you have a very handy -lace to cut your 


receivts and exvenditures?’ 


iti sity ae, ate 


3) 


She ay wate Aidvounsiera ine 
PPeBeigic: Yo Lost mht ae, Sante eae Fy 

| «ae le ‘ear fnlqads nit: Pe os 

eatenad, IStRCOM | 


Bo So ee CAE ol ae aS 
poet wa tboece: hae et 


~~ 


» 
—~ oe 7 me) Cee 


TS 
10 


Ae 


oO - © Ff o 


bo 


Ma We. 


-3757=- 
Yes. 
and in the capital department it is a one-sided affair 
of the ledger proposition. There is nothing to put in 
the expenses? 
That is right. You can only add the expense to the 
cosy Of tie assets. 
fet not “your difficulty that as “an accountant, as @ 
good accountant, to set up these things in the books of 
this company you are unable to find @ place to put it 
in the capital department? 
Well, it is not really a methodical difficulty like that, 
hoe erawiley. It is that it would not be Sound to put 
them there. 
Men’ are working in each departuent? 
ves. 
Equipment is being used in each department? 
Yes. 
Machinery belonging to the company is Wearing out 
in each department? 
Yes. 
The general manager's time is devoted to the operations 
of each department? 
Yes. 
The time of the chief accouhtant is devoted to the 
business of each department? 
Yes. 
and eleztricity for the light of the Calgary office is 
peing burned up for the convenience and assistance of 
both departments ? 
Yes: 


snd still you say it is not proner for this Commission ta 
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know, reg rdless of the label you put on the department - 
it is not ocroper for this Commission to know what pnortion 
of these overhead expenses, indirect expenses, >re borne 
by all of these dep-rtments regardless of the label they 
bear? 

I have given you in evidence a document which purports to 
show the proper method to be api lied in the case of 
pipelines. 

we are coming to this Exhibit "13e"? 

fia hee ens, 

but skort Of Exhibit "158" you sey that ipisrret the 
proper business of this Commission to find out whether ail 
of these costs go to all of the departments? 
That is right. 

Well, now, these are some general instructinns in Exhibit 
"13e" prescribed by the Interstate Commerce Commission 

in accordance with section 20 of The IAterstate Commerce 
Act. Section 20 of ‘the Interstate Commerce sect is 
quoted,in sart at least, in the opening pert of the 
pamphlet. It is only an extract, as 4 Matter of Tacc. 
Miny serson who shall willfully uiake any false entry in 
the accaunts of any book of accounts Or inane recera or 
memoranda kept by @ carrier, or who shall willfully destroy, 
mutilate, after, or by any other means or device falsify 
the record of any such account, record, or memoranda, 

or who shall willfully neglect or fail to make full, true, 
and correct entries in such acmunts, records, or 
memoranda of all facts and transactions appertaining to 
the carrier's business, or shall keep any other accounts, 
or memoranda than those prescribed or arproved by 


records, 


the Commission, shell be deemed guilty of a misdemeanor, 
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and shall be subject, upon conviction, in any, ecaurt of 

the United States of competent JUTLSGLovion,.(Go.e, Pine 

of not less than one thousand dollars nor more than five 
thousand dollars or imprisonment for a term not less than 
one year nor more than three years, or both such fine and 
imprisonment: crovided, That the Commision may in its dis 
eretion issue orders specifying such operating, ~ccount- 
img) Or financial papers, records, books, blanks, tickets, 
stubs, or documents of csrriers which may, after a reasonable 
time, be destroyed, and prescribing the length of time 


Sud; books, 


A 


papers, or documents shall be preserved." 
Those instructions: seem to be founded upou thit provision 
in the Interstate Commerce «act. 

iRis) NOLAL : That .is only one sma bi (pomiion 


Of ttt. 


2 


MR. FRAWL 2Y : You WiLL @gree,,.0fecourse, Mn, 
Maw, that our problem - well, we would not have a problem 
at @ll except for the fact that this pipeline division 
is run simoly as a department of the whole company which 
carries on other business? 
A “e would not have these accounting problems. 
Yes, we might have other problems, but this problem you 
and I are worrying about atthe soment, we would not have, 
would we? 
A Wo. 
7 Moe weet course, are, iow talking. about, 9ipeiiness 4.4 
supsose you will agree that the pipeline ....When they 
refer to a carrier here, these rules for the guidance 
of the carriers, those are, you Will agree, separate 
operating companies? 


“t rrobably. 
Q I suggest to you that these people would still have the 
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same problem that we have if they had two or three 
departments in the same company? 

I think they would still be governeé by these instructions. 
But this does not in any sense relate to the division oF 
costs as between departments, does it? 

Li tnink it does. As between departments, ne, “that is 
referring speeifically to the anplication of administration 
Goss, 

Cees or labor, costs of constructions Et Talks apout 
Ssaleries of operating officers whos merely render service 
Pcraentel ty in Connection with the corstructian work: 
aes Trent. 

TOU Would *not say that icy. licLeod"s Tabors were: -erformed, 
insofar as the Driliing of Walls Department’ is soncerned, 
ineidentally to the drilling of wells, any sore than 
ineidentaliy to all other devarthen's, surely? 

I would say mr. :icLeod is primarily manger of the 
operations of the company and incidentally he would look 
after the capital expenditures to sme extent. 

Now, fir. :law, we wili have to disass that. One of the 
main things “about this’ company, is it not = I mean to sey 
Mr. Taylor's Hxhibit "100" with which you no doubt 
associate yourself, toldus that this was primarily 

@ oroducing campany, that is right? 

TRaveiss right. 

S5 that I would think his duties, if they are incidental 
to anything, are incidental to the other departments and 
that they are orimary to the drillivjg Of wei las, the 
production of oil? 

The vroduction of oil. That is right. 

well, you cannot get much -roduction Wit sv ear sik a 
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That is true. 
Now, there is another way of approaching it, which may 
assist. You are familiar, you have been auditing the 
books of this comnany for some t ime? 
Yes. 
YOu are aware from time to time they go out and do 
drilling for other compani es? 
Yes. 
And they charge these companies a certain number of 
thousands of dollars ? 
They do that in various ways. Since 7] have been assisting 
in the audit of their books I do not think that they 
have drilled a well solely for another company, that is, 
as an outside contract@ would. JI think that all their 
drilling for other companies has been where they themselves 
have also been interested in the drilling of the well, 
Wor your purposes [ do not think that distinction ts 
important, is it? 
They do set themselves up to driil the Well and make a 
eharee to the Swner of the well - or the company, eat 
least the company is a separate legal entity frou the 
Royalite Comrany? 
Yes. 
The company for whom the drilling is done? 
Tes. 
Forgetting about the varias shareholders interested in 
this company? 
es. 
Let us get this other company in our minds separate. 


It is a separate legal entity? 


YeSe 


It owns a piece @& property and the Royalite may or may 


not have any financial interest in the company? 
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‘hat is right. 

They drill a well for the company? 

Yes. 

Paen- they send a bill to ae coupany for so many 
thousands of dollars? 

q@1l, 1% may be done in two or three ways. Une of the. 
ways is th:t....one of the-ways most commonly used and 
1 think-it is the one you have in mind, is that they 
will undertake to drill a well for a specific sum of 
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Then they give the accounting of the money, do they not? 


No, not in that case they do not. 


It may be another case I am thinking about, there have 


been wells they have completed on what they call "The 


Cost. Plus Basis? 


Yes, when they do that the usual procedure there is to 


charge the cost of drilling the well on a previously 


arr:nged doliar basis per day, say three hundred or five 


hundred dollars a day. 


Yes? 


Matis the way that was done, 


sadiao tuey nob charee same of the overhead tito tn. 


genGo thet bill? 


No, the three hundred or five hundred eee per day, 


whatever it would be, is the total cost to the outsider 


OF having his well drilbed. 


Now, where they do it in a lump sum of so many hundred 


4 


dollars a day, do they not, in 2rrlivingvat the charge oo h 


be made to the other company, include something for the/ 


necessary administration expenses in supervising the 


drilling of that well, or in drilling the well? | 


sncinttcanieasesasee neti cS SHO 


Ola age think £0, sir. 


‘  eoacanebauanmaianapelsene Se RED MOLI 


Yes, they do? 


EAE, 


does not thet, if 1 may say so, impair 


to some extent the rigidity of the mle which you have 


lag down for this Commission? 


No, mobat all, ia. Brawley. 


why? 


Bec:use in their own books, whether they hate charged an 


f 


amount sufficient to cover administration totthe outsider 


arnt. 


in their own books they do not capitalize any of 
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the administration. The method is this, supposing it is 
being drilled on a 4500.00 a day basis or 9300.00 a day, 
in their own books the actual cost, not including 
administration, will be charged to the drilling suspense 
account which wil! be credited with these annual or these 
daily amounts, and at the end of the driling the differenee 
in that account, which will probably be a eredit batanece and 
represent some administration and possibly some profit, 
that will be, depending upon whether they have an interest, 
whether they are capitalizing their share of the well or 
not, will cither be taken to profit and Loss or in the 
event that they are capitalizing their own share of the 
Vee will po deducted from the cost of the well, 
which will be arrived at on the $500.00 or the $300.00 
UeOo ye Pociseyi tt ouner Words, they are’ particularly careful 
not to canitalize any administration in their own weil 
costs. 

Q DP Rnows 21) that may beso, but all 1 om saying is, 
Wietwethey eo Ol LO aril) ‘a well) for 2,) 7, 24 Company, 
and that company has the advantage and the benefit of 
all the engineering experience of the Royalite Company, 
Diao ts true, bo at HOt? | | 

A Yes. 

G And it has the benefit of the advice of Jir. John icLeod, 


who is an experienced man in the drilling of wells? 


4 Yes. 

Q and all the facilities of the Royalite Oil Company? 

A Yes. 

Q Tht is why they go to the Royalite Company, so that this 


job Will be done weil and they will have the advantage of 
ei) their exrerienuce? 


A That is right. 


I say whatever uethod in the books they use, they do see 
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fit, and very properly in my Opinion, they do see fit 
to charge up something against that job for the use of 
Mr. MeLeod and the use & all his engineers and all the 
engineering brains of the Royalite O41 Company? 

A They a@o where an outsider is concerned like that. 

Q Yes? 

a Quite properly. 
MAJOR LIPSETT: Supposing, Mr. Maw, there is 
the other converse csse, that we will have some day to 
consider, the oost and price of your crude, and supposing 
we find there is a well which you have drilled, say for 
$100,000.00, and of that ,$50,000.00 is labor and $50,000.00 
was indirect costs, provided, administrative costs, 
provided by the company in same way, would you say in 

| giving you ¢ fain price for your crude that we should 

, Only consider the $50,000.00 or thet we should not allow you 

some return on the other $50,000,00 in the indirect ana 


administrsotive costs? 


nN wOll, those two things sre not coiparable. 
a) iuknow the yoere, 70" 
A All that would be capitalized in the well would be the 


labor and materials and expenses directly chargeable to 
the well. You mean for what purpose did we value the 


Coste ao Ge OG. .Weelel owcte coe 


Q I am assuming a fictitious figure in a particular well? 
A I see what you mean, 
Q we are not then passing on the pipeline charge © but the 


cost and a fair price on crude? 
A I think you should value that well, the cost of that well, 
only on the direct cost charged inte it and no administration 
in the case of a producing company. 


Although these indirect costs were all necessary to get 
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the crude? 
A I do not think that is quite the way to look at it, those 


A 


ce 


indirect costs are there anyway, whether you re arise 
a well or nou. 

Supposing this well again h:d bean drilled without the 
use of those indirect costs,but which were given by som 
other company or by some other denartuent, and we come 

Po TCOlsuide tm lic teost OF drilling’ tast well and the 
Pesultim costs, and, the fair orice for crude? 

Those costs would then be charged as direct costs of that 
Weblo tht cage. 

Then you would simply alter the name of them? 

NO, they would not arrive in the well costs in any other 
Way except as direct costs of the well. Any indirect 
costs Which would get there that way, would not get there 
Bball. 

Well, I Was asking you to assume that they were necessary, 
that they were indirect costs of some other division that 
had supplied them for the benefit of drilling this well? 
Ke lig TP vyousmeansto. the extent... %.. 

The same thing exactly that you are considering, you are 
considering Levrrom the pipeline point of view; and. 1 am 
Sakis Woulnor Go consider iti from the point of view oF 
fixinerene cost Of the =roducing Of the crude oi1? 

Of -roducing crude oil from a producing well. 

No? | 

That is subject to the same consideration. 

Producing the crude oil or drilling a well? 

Wa,ing eapital expenditures. 

If we start to do that, $50,000.00 is the ens) of Uri sae 
that well, would we not be treating you very unfairly 

if in fact-saomebody had indirectly contributed another 


$50,000.00 which was necessary to the drilling of the well? 
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A os te vory herd to picture that, the drilling costs 

of the well, the costs directly chargeable to drilling the 
well are segregated in the account and that r-presents the 
“east of this well, Se indirect costs, no indirect 
administrative costs are ch:rged to that well. L Shiiic 
it would be quite fair for your purpose to take the eosts 
directly charged to the well and let that rest as the cost 

of the well. 

Q Would that not include ifr. :icLeod's salary which we have 

used as an examnle? 

& Pople Cost Of tise 1. wow d inciude no’ nart of Ky. 

MeLeod's salary. 

Although he snent his whole time? 

A Evcn although he spent a 19 Of Gime, the operating 
department of the company must stand the cost of iip. ficLeod's 
salary. 

Reve bares Ledommovmeuni nic AL) erorear bo 
the Commission that there is a Wells Operating Department. 
MAJCR LirSntl: : My. Franxley was basing it on 

the oapital for drilling a new well and I am putting the 
converse case and putting it es to what it costs to 
produce the crude by drilling. 

Q oR. FRAVLBY: My. Jaw, I have one more suggestion 

to put to you, do you say that the Driliing of Wells 


Dep»rtment is not a revenue department? 


A 18S. 
e) It has certain asvects of a revenue department? 
A It could have from the noint of view of contractine for 


outsiders. 


Q Yes, that is exactly what I meant? 
A Yes. 
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There is 4° good dealin the course of the Yeere or dra lisng 
other properties by the Royalite Comnany? 

veli, there is not in the past year or two, and I do not 
think there has been any reveme taken that way, any 
benefit out of that is derived fran the cmpital value of 
the portion of the well left, of the Royalite's ownership. 
But nevertheless you do, you are frank that there is an 
aspect of the Drilling of Wells Department that makes it 
very much a revenue produci g department? 

Oh git: couldt beynyes.. 

Certainly, the Royalite should not be drilling these wells 
and Sending out its men, equipment and engineering brains 
and so on, without cherging something? 

No,’ that :is quite true. 


That crs quite true? 


ae Si 
Mata, brerne Os a further distanctiony’ «irs iiaw > how much 
of that did you-re-d, how mich did you call attention to? 


(Mir. Frawley refers to book entitled "Financial txaminations" 

and book handed to the witness.) 

Yes, I only read from there to there and from there to there. 

Yes. Now, I am discussing, Mr. Chairman, Exhibit "1359", 

and I want to call your attention to pages 108 and 103, 

you. tel lL me you read a portion of the paragraph on page 

102 beginning "In auditing construction work"? 

i didn?t read thet part. 

But that is the beginning of the oaragrap h? 

Yes. 

The part which yow actually read was 
"If work of construction is done ooncurrently with 
ordinary operation it is not good practice to 


capitalize such an amount of factory overhead 
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MAW. 
that the manufacturing costs of the ordinary 
product are reduced below the normal amount 
Der Uniy in periods in which no construction is 
done. 

That is what you reed? 

LD dig vead-e Pitile earlier than thot. 

You did not read any furthcr? 

it read that. 

Then you missed this -aragraph immediately following, 


which I want to read. 
“YUL Iing Comsuruchion it 1s permissible to cupitalize 
a oroportion of the salaries and wages of such 
officers and employees as are engaged partly or 
wholly in planning and supervising the-work. 
Pimsriieny aeelude part of the time of the 
general manager and pay-roll of timekeepers! 
engineers and clerks directly engaged on the 
construction work and ite records. Other 
proper charges to construction incurred during 
the period of construction and not otherwise 
are interest actually paid on money borrowed to 
buy, the Site and fo finenee construction, real 
estate taxes and insurance." 

Poet US's) pari wou did not rerad, and’ then you red, 

resuming agin: 
"So soon as the work is completed capitalization 
of overhead ceases; it ceases l1so aS soon as 
operation begins, whether the constructi on work 
is then complete or not." 

and now, Mr. Maw, do not let me leave any impression..... 

TH. CHAIRMAN: That is page 1035? 

MR. FRawlLoY: I am reading page 1035. 
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THs CHALRMAN: Where are you eee now, 
hha veve nous oF 102 (and 1.05. 
MR. FRAaWLey : ies right. and “that is ail, 
TH CHAITHM aN: You just read something which 
we did not hear, where is that to be found? 

MR. BRANLY : Onyee ee 102) csir. 

C MR. FRAWLEY: - Now, tr. Maw, does not eee 
paragraph Which I read "This might include part of the 
time of the general manager," that is what it is permissible 
tO capitalize during construction, - “part of the time 
of the general maniger™, does not that just, to me, a 
layman, that seems to be the kind of thing I am talking 
about, Myr. EiecLeod's salary? 

A Mir. Frawley, just where I, perhaps, omitted to read that 
PeTerpra oh to you, Sir, you have omitted to notice that 

the second paragraph which I did read directly qualifies 
this paragraph, this is during construction, the initial 
CINSLTUCTLON of an enterprize. 

Q Yes, Meesoon as) Vie Work is! completed, it 18 quite 
permissible when there is no operation going on but 
purely construction, it is permissible to capitalize 
administration, but so soon as the work is completed 


capitalization of overhead ceases. 


) 
~ 


@ This is purely costruction, and it is never anything 
more than construction. if you get a duster? 

) A May if Fight. 

And so we take the case of the duster, whv that is all 

construction and in that case it would be quite proper 

to capitalize the genersl manager's time, that is in 

this case vr. “eLeod's time, that is in 4 case where there 

is nothing but a dry hole? 


A iat has operating ~clls that can stand the administration 


? 
t 


‘ 


, } 


a ue ° 
A. Maw Udine 


costs and thet is where it will be charged. 
Q Now, you are getting away from what would anrnear to be 


what this man is talking about? 


A Malan cwering, you, tr. itrawley, in the latter prt of the 
last paragraph it covers exactly that point. 
Q You say "So soon as the work is completed, all I am 


sugsesting to you is whether regarding the one well, 
we just have one well, now, and we construct it up 


to the time we get our production, that is surely con- 


struction? 
Yes. 
Yose 
A It ceases élso as soon us Qper: tion begins whether the 


construction work is then completed or not. 


} a Meo wou tii Ss oaee, Jam outti ng Lo you, there is never 
Sve oui ois Lhe work 1S completed", “this dry well t 
am talking about has been completed, the construction 
Cooder om TOCIGtLol ao ally: oO O11, no O11, 
you just get a duster? 
a Well, I say that in the case of a company which, has drilled 


Beep Vee leG Lew Oni y er yers 


g Year 

A It is permissible to capitalize the administration. 

cS Then we have the picture, if the Royalite had such bad luck 
for one, two, three or four years, to have mthing but 
dusters, then it would be permissible to capitalize Mr. 
LicLeod's salary? 

A Providing there was no operating revenue against which to 
charge it. 

Q From the wells, you mean? 

A No, from anywhere. 


, i‘ So vo wouid Say, although this man sayS you may capitalize 
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ED 


the general manager's salary during construction, you 
would not permit that to be done? 

During initial construction. 
Well, during the construction of the wa 1? 

No, just initial construction, construction undertaken 
before the company has any operating revenue. 

Les, well. “they.would not have any onverating revenue from 
these wells? 


Not from these, but they might have operating revenue from 


ome other source. 


so that if this company did two things, I do not want te 
pub it to you too absurdediy, if their business in life 
consisted of two things, the drilling of wells and the 
selling of pianos, you would say that they were, they 
would cuarge up against the selling of pianos, the general 
manager's salary, because that was the place Where they 
got the money, no mztter how mich or fay little, and it 
would not be permissible to charge it up against the 
drilling of the wells even although that might take 50% 

of the general maneger's time, that is what you are leading 
TGs aos ea ae 


‘ 


There is never any interruption in the drilling programme, 
the drilling programme is continuous? eee 
No. 

They keep on all the time, do they not? 

No, I mean there is an interruption. 

Where is the interruption? 

Some years they never drill at all. 

And other years it is all drilling and no production, IL 
suppose? 


No, there is always production. 
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véll, fortunately, up until now there has been. Mr. Maw, 
I think I am finished, I understand now that you are going 
PO 116 af Exiivit in Waieh you are @oing to do the 
best you can, or perhaps I am wrong, I want to be clear 
now? 
THs CHATRMAN: Yes, on Monday. 
MR. FRAWLEY: On Monday you are going to file 
an Exhibit showing as best you can what through-put? 
Yes. 
What the rate should be over the years? 
Yes, that is right. 
Wc. Maw, you are familiar with Exhibit "119"? 
iy sus Look at Lt? 
ie a? 
(Exhibit "119" handed to the witness.) 
12s, 
And you know what Mr. Taylor said about that the other day? 
Yes. 
in cross-examination? 
Ves: 
You agree with what ifr. Taylor said, do you? 
Well, I cannot, you see, he expressed the opinion that he 
Was unaware of a feature....s-. 
Yes? 
I was aware of that feature, if that is what you mean by 
agreement. 
Well, m, it was the material thing, was it not..... 
TH; CHATRM N: What feature? 
MR. FR-WLEY: ' Yes, what was the feature that 
he said? 
You stggested to him that in 1ddition to the amortizatign..... 
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Q Or someone else suggested? 

A Yes,it was, I th:nk, Mr. Morrison, but, however, it 
wes suggested. 

2 It was suggested to him, yes? 

A To Mr. Taylor thet in addition toa the item of amortization 
of $1754.25 shown on this Exhibit, th:t there should also 
oe ben, ah additional item of amortization totake eare 
OP oa iar bets lO tose arising out.of prior years! 
capitalization. 

oy ese 

a and he said that he had overlooked that. 

a) Yes, well, now, yes, he said he had overlooked thit ana 
New elce ore scald wna the: Exhibit, "119". did. not,;.had 
not beem followed through to its logical conclusion.:... 
THE: CHalRMaN: accounting conclusion. 

Q Accounting eomeclusion? 

A L believe he did say that. 

& Have.youj no. tois situation, in your opinion tr... Morrison 
has not followed his figures through to its logical 
COnrciusion “and Pie oxi t “"heo" whichvou file  tomerhe 
purpose of demonstrating that imperfection on Mr. Morrison's 
part, has not itself been followed through to its logical 
conclusion? 

A Be AL nen his a difference, lr. Frawley, because in this 
particular Exhibit it only undertakes to split the one item 
of twenty-five thousand and some odd dollars here, and 
insofar as that varticular item is concerned, the $1754.25 
is the only charge, but I would like to add that, to that 
extent Dxhibit "119".can be misleading, that there 
certainly is another feature which would come in but it 
does not directly arise out of this particul Tr item. 

Q No, you see, ii. Maw, this is what I understand, you took 
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issue from the beginning about Mr. Morrison's method OF 
allocating the indirects? 
Yes’. 

Q And we heard what you have to say in your examination in 
chief about that? 


A Ves 


ES 


Then I understand that this Exhibit "119" was filed for 
the ourpose of demonstratim to the Commission why Mr. 
Morrison's method should not be accepted by the Commission, 
am. wight in that? 


A That is right. 


O 


So tha» at least we have arrived at this, that you now 
admit that ixhibit "119", well, may I put it this way, 
that you do not now-desire this Commission to take Exhibit 
"119" and be guided by it in arriving at whether or not 
) ify. Morrison's method may be imperfect or not, whatever 
else they may think of Mr. Morrison's method? 

A Mey ol say this, <r. frawley, that Ll agree with you that 
Exhibit "119" should have had a notation on it, but tar 
the purposes for which I used it that would not be material. 

Q Well, you used it, as I understood, for the purpose of 
showing that Mr. Morrison had not pursued his method of 
allocation to its logical or its accounting conclusion? 
That is right. 

Now, that was its primary purzrose? 
a That was the only purpose for which I used it, that is the 
only purnose and for that purpose it is still adequate. 


It is still adequate? 


A es. 
w Now, I understand? 
A It is not complete, it is not a perfect Exhibit, but 1t 


still does bear out, because, I can show you in just a few 


words why, supposing that it had included items of a similar 
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nature which would occur from prior Bana capitalization, 
Die could, DOb,, a0 meptember SOUL. 195Gb) 30, or ats 
predecessors for five years, could not between them include 
the same amount of capital charges because of the | 
amortization which will es on them between September 
oOth, 1908, and the end of the project. 

Now, Il am going to leave that cross-examination there and 
that is all the cross-examination I have to conduct. 

Mr. Morrison may have some questions. | 

MR. :0RRISUN: L would like to clear up this 
matter of this Exhibit. The last word in the Exhi>it is 
"Total charge to operations in place of $42,922.76", 
which amount is the total of my statene nt eee VOS", 
and the figure is then down as $18,948.03. | 
Now, would thet be the correct figure under any method 
which you care t adopt, which would replece the figure 
of 42,922.76? 

No, Gat Te"rieht, We. biorrison,; it would not, not as a 
total charge, not as a total charge it would not. You 


are, Curve Prert. 


(Page 377% follows.) 
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Q fo this Exhibit "119" is quite incorrect insofar ag 
that statenent is eoneerned? 

A Yes« ; 

Q The totel cherge is not 418,948, to replace the figure 
which I have of $44,922.76? ‘i 

A That is correct Mr. Morrison. 

Q Jell just in order tht we eee be quite clear, do 
you stilt bir the ceneecHen to take cognizence of 
ixnibit mLigM as heaving any value insofar as that is 
concerned? 

=. Ho, Me ‘think they Ces not « 

MRe FRAWLEY: “@hat is all, thrmk you, lr. 
Mawe 

TH CHA TimAN Any questions, gentlemen? 
wRe PLOTKINS : I have one question which I 
think will help the Commission. 

Q Re PLOTIINS : to the present company's 
accounting procedure with respect to these services 
thet are rendered to the pipeline division, steam, 
water, electricity and so forth, are they not &s a 
matter of fact evaulated and charged in dollers and 
cents to thet division end used by the company in de~ 
ter.ining custs of pumping crude from Turner Valley to 
Calgary? 

v) Some charges from those, from the operetion of those 
indirect assets are charged to operations and others 
are not. 

Q Others are not? 

A Yese 

Q Which ones are not? 

A Well for instance, the aguortization charge on thoBbe 
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assets is never aheueunuted in the accounts at all. 

Q You probably do not understand my Question, the 
electricity is evaluated at so much a kilometre ana 
the water is evaluted, the steam is evaluated at sc 
much a pound, at least that is my experience in the 
operation? 

A Not consistently, that has not been consistently ap- 

plied. 

Is that not epplied by the company at the present t ime? 

Not altogether, no it is not. 

It is not? 

NO. 

Do you know for sure? 


Oh I know exactly how those accounts are handled. 
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So you say at the present time they do not evaluate 
steam for instance and include it in the costs, per 
pound or thousand pounds, the cost of producing that 
steam including the amortization of the assets which 
would be required, in other words when we sell steam 

or when the Royalite Oil Company, because that is in 
effect that is what it does, when it sells steam to 

the pipeline division, it sells it at so many cents 
per hundred pounds or thousend pounds and naturally 
it would be ineluded in that price that it would be 
charged, in this case not being 4 separate company, 
it only charges it, it does not collect it, it would 
{nelude an amount which would be sufficient to pro- 
duce that steam and amortize whatever investment was 
incurred in producing it. 


A That is not the methods they use. 
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That is not the method? 

Noe 

Now can you tell me this, how can the company detere 
mine, and I assume they do, the cost, the actual 

cost +o the best of their Lae of transporting 

@ barrel of ¢rude from Turner Valley, that is from 
the point of gathering, into the terminal in Galgary, 
do you say they do not do that? 

So far as I know they never attempted to do thut 
until this present Inquiry. 

They have never attempted to do that? 

Noe 

To the best of your knowledge? 

That is the best of my knowledge. 

TH: CHA TRAN; And if they did do it, you 
would know that I suppose? 

Yes I would think so, I think if they did that we 
would have used the result of their finding» 

MR» PLOTKINS: Would you not think that it 
would be normally the procedure for a company such as 
this with a number of operating departments and a 
central plant providing facilities to the various de- 
partments, to account in that manner for the dispose 
ition of the costs which are incurred in producing the 
electricity, water, steam and so forth? 

Well tio some extent they do attempt to distribute sme. 
of those but not to the extent you suggest. As to 
whether i% 18 a normal procedure or not I think that it 
is, it would be qite a normal procedure to endeavour 


to the extent that it is practical and nesessary, to 


allocate those charges. 
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If this Yipe Line Division were a separate entity 

and in the hands of a separate company and the 
officers of that Company were faced with the necessity 
of either buying through, or providing their own 
facilities to provide utilities, or purchasing them 
from another company, would they not go to the 

Power Company and find out how much it would cost 

per kilowatt to buy electricity, and how much it 

would cost them for water, etc., and then be able to 
decide whether it is better or more economical for 
them to put up their own plant, having in mind all 

the circumstances, or whether it would be better 

to purchase from the utilities. 

I imagine they would. 

So are the officers of the Fipe Line Division - Lr. 
Coultis for instance, is he not fased with that neces- 
sity when he considers one yecr's operation with 
another, in evaluating these utilities. Or is it 
imposed on him, whatever the price is, or the amount 
rather, that you allocate to that? 

I am sorry I got lost in that question. 

ies COUlSIS, he hae told us, you heard him, 1 anink, 
that he was in a position each year to compare one 
year's operations with another. It turned out later 

he said he did not see any statements, but he was 
given the information and in digesting this information 
as the manager of the Pipe Line Division, he would 

have to satisfy himself that they did not charge him 
too much, in keeping with their velue, for the utilities 
that his Division used, and he would weigh the charge 


that they would make against him department, because 
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he may be very efficient in everything, but if they 
charge more than what these utilities are really 
worth, well all his efficiency coms to naughta 

4 I do not know what statements you are referring to, lir. 
Goultis would he looking at when he was asking are 
these questions. 

Q Iam referring to his answers. ‘.6 came to the conclusion 
in questioning him that he was in a position to deter- 
mine alt the direct costs of labour, in operating and 
so forth... It follows he would also be in a position, 
if he is going to apportion one year from another, 
which is a normal managerial operation, at least duty, 
that he would also inquire into the cost of the 
utility that is charged up to his operating costs, 
wouldn't he? | | 

A I have no knowledge as to what inquiries Mr. Coultis 
would make. | 


So far as you are concerned, you do not know, or at 


&) 


least you have no knowledge of the Royalite Company 
evaluating these facilities in dollars and cents from 

period to period, and making 4a direat charge in the 
records of the company so as to determine the full 
costsé,direct and indirect. 

A I am entirely amides with the manner in .which the 
Charges are made from the utilities and service 
operations to the other opera ting departments. 

Q That is in connection with the Balance Sheet at 
the end of the year, for the purpose of closing 
the books and presenting a record to the shareholders, 
but when it comes to operating it is a little dif- 


ferent procedure. The management must be in a position 


A. Mave ~5782— 


to have the statistics,. the records that will guide 
them in their operations, and is it normally the duty 
of an auditing firm such as yours to inquire into that? 
A Into the system of accounting oarried out by the 
Company, yes it is. 
Q Not accounting. It is not strictly a natter of ac~ 
counting. It is a matter of records. 
You are not referring to accounting records then? 


No. 


> ODO & 


“@11 I am only concerned with the accounting records. 


It has never come to your knowledge that they carry 


& 


on such a procedure to determine the value in 
dollars and cents of the services tht the utilities 
render to the Fipe Line Division? 

3 LI Gannotecsvece 

Q TH CHAT RAG: such as providing elect- 
ricity and steam? 

4 I said that the company employs various methods of 
making charges for services from the utilities and 
service esees and that I am familiar with all that, 
and that naturally some of these charges find their 
way to the Pipe Line Division. I think that is the 
only answer I can give. I do not guite see what «+r. 
Plotkins is trying to find out from me. 


Mr. Plotkins, as I appreciate it, says, if the Pipe 


£O 


Line Company wants to know, the Pipe Line vivision 
wants to know whether or not it is operating at a 
profit - which he seems to think ir. Coultis would 
be anxious to know - and I gather iir. Coultis would? 


4 Yes. 


Q That he would went to know what he was paying for 


t 
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electricity for example, or what is being charged to 
his department for electricity? 

A If he asked that question of the accounting depart- 
ment they could tell him. But it would not be on 
the basis of so meny kilowatts ree lare Plotkins is 
Suggesting it would be. 

Q On what basis would it be then? That is what wr. Plote 
kins wants to know? 

A In the ease of electricity it would be on an arbitrary 


basis arranged by the cngineering department in the 


field. 

2 An arbitrary division? 

A Yes. 

Q Rather than a division based on record of eonsunption? 

A Yes. 

Q Determined by meter or otherwise‘ 

A That-is right. 

Q, That is the answer to that. | 

A That does not apply to all costs. That is just eleotri- 
city. 

G Now he mentioned steam. Is that too arbitrary 

4 Steam is on the same basis as electricity. 
TH: CHAIRIAN: Anything else you want 
to know? 

Q Pea PP hOTR ING: And water the same way? 


Not necessarily water. ‘ater is, in some instances 


I think, metered, but not in all. I would not like to 


give you a definite answer on water. ater is some- 
times on a daily or monthly flat rate basis. 
That is all, thanks. 

Q ia. ae Lee E am sorry there is a 
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a line of questioning I want to do with you. I do 
not think it will take many minutes. On the question 
of the rate of return. You substantiate Lir. Taylor's 
atatement this Gompany should have 20w geturn on its 
investment? 

b Yes. 

Q Now if you assume with me that the Commission will - 
just assume for the moment that the Commission will 
endeavour to arrive at a life for the field? 

A YeEse 

Q And that then, I »resume for the purposes of their 
further calculations can be treated as « fact? 

A. I will assume it for the purpose of this question. 

Q I mean you will assume with me that the Board would 
then be justified in tres.ting the determined life 
of the field as a present fact in their further 
calculations leading to a rate? 

4 Yes. 

Q "e understend each other do we? 

A Yas. 

Q Now, having arrived at a life for the field, then 
does not tkat take a great deal of the hazard out 
of the investment? 

A I means that they are taking cognizance of a hazard 
but you would not thereby remove it? 

a Oh yes. Let me put it to you in their own minds they 
have now Reet the field a life? 

4 Je will assume that they do. 


oO 


OO & 


Yes, we assume that? 
That is what you are asking me to assume. 


Yes, assume that they do. They may indeed not do that, 
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but if they do arrive at the life of the field, then 
they have given the field a life and then presumably - 
markets and all othe: things aside ats the moment? 
Yes. 

The pipe line will be pumping o1i1 - the Pipe Line 
Division will be pumping oil eo cat the division for 
& or 10, 15 or 20 years, whatever it is that the 

Board chooses? 

That 16 right. 

Then that particular hazard of no oil there to pump 

is removed entirely is it not? Markets Heer always. 
Markets aside, and presuming that they know for'se 

fact that they know the field will last this number 

of years. 

I put it to you that is what they have done. 

THA CHATRMAN; “e have found that fact. 
Hou have Lound that’ fact. Yes,.that is right. 

MR. FRAULOY: ner SO ubet, MAPKSTS wside, 
there is not any hezard at ell. That is just a 
question of the value of your money is it not? Wothing 
further of a speculative nature of the enterprise there 
at all? 

With a definite life of the field found,the hazard has 
gone, that hazard. 

Whether it is a major one in your opinion, it is a 
considerable hazard up to the time that the Board 
arrives at that figure? | 

It is undoubtedly. 

A very important hazard? | 

Yes, a very important hazard. 


Perhaps the principle one? 
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A I would not be quite.sure of that, Mr. Prawley. Bi 


think perhaps the possibility of another field is 


just asbig a hazard to this operation: 


Q “ie know now that the Turner Valley has a lot of production? 
Yes. | 

> ‘ia do not know of a Hea other field in Alberta that 
has much production? 

& At present no. 

@ Becausé I would like to get it on the MECORG = 1 do: not 


know whether you gan help me or not - Mr. Coultis 
yesterday told us Plains Yetroleum was moving crude oil 
and supplying Pen weritie ries. Do you know about 
tha t? 

a Just from casual knowledge. I understood that they 
had been selling small quantities of crude for several 
months. 

Q Yos, and I put it to you:- my information is, Mr. iiaw, 
from the Company itself, that their average daily 
production in 1938 was 48 barrels a dey, and all of 
that went to the Imperial Oil Company. 

4 f can. belisve. that, yes. 

Q And that is the only one lir. Coultis suggested. 

Ve heard ypout a Little oil coming from Moose Dome, 


to Mr. Monro? 


& Yes. 

Q But those things are exactly negligible? 

r2) They are no hazard at the moment. 

Q So we have the hazard of a new field being found. 
TH: CHSIREMAN: here is Plains Petrolaum 
again? 


MR. FRAULEY: Near Taber, Gir. In the 
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A. Maw. 
Taber district. 
THs CHAIAMAN: Oh yes. 

Q Mae FPRAWLSY: then, Mr. Maw, with the 
hagard of a new field coming in, that is again some- 
thing that is, I put it to you With every respect, 
difficult for an accountant to take complete cognizance 
of? 

A Absolutely. 

Q Because we have evidence before this Commission that 
in the opinion of at least one witness, deep drilling 
Still goes on after shallower fields are found, and i 
that were so then that would pretty well balance and 
remove the risk of that hazard would it not? 

fe) “ell it would make the hazard less severe. 

Q And then we have another one and that is loss of markets. 
Possibility of diminution of through put through loss of 
market? 

A Yes, that is true. ; 

@ And that is something with respect to which you at the 
moment heave no definite knowledge? | 

b No, I have not. e 

Q But do you not agree, as an accountant, having given 
@ lot of time to this rate case, that that is som thing 
which sould very properly be cured by application to 
the regulatory body for a revision of its rate conse-~ | 
quent upon a sudden loss of market? ih 

ee ee Cond Woy yeas 

) And so I ask you Pacis that in mind as a very serious, 
as a real fact, the existence of the regulatory body? 

L Yes. } ; 

Q For the purposes of arriving at any rate which would appear 
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to become suddenly out of line due to sudden loss of 
market? | 

& Yes. There is another feature in connection with the 
Boer as se 

Q Before you go to that, Mr. Maw, You agree with me that 
if this Commission has in mind the existence of 4 
regulatory body to correct obvious defects in the rate 
due to sudden loss of a big market, then ree again 
is Something thay need not necessarily be taken into 
account now by the Board in fixing its present rate. 

A Well it would not be a serious hazard for them to 


Gonsider. 


&> 


Depending, of course, again on the evidence they had 
as to the imminence of the loss of market? 
A That is right. 


Quite. That is only fair. Now these things being taken 


6) 


into account are you not in the position not of a 
person seeking a high rate, but of @ person being 
guaranteed a rate, and gueranteed sernings, and, 
therefore, content to take a very much lesser rate? 
A Not altogether, Mr. Frawley, because granted that there 
are some hazards. 
Q Yes? 
A Which might become operative before the property is 
fully amortized. 
Q Yes? 
4 To the extent that they would very seriously cripple 


the operation, and possibly stop 1it. 


Q Yes? 
4 Then there is this feature to consider, that up to the 
7 present the history of the company has been that although 
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it may have earned 20, or more on its investments, it 
has been unable to reelize it. 

a} I do not quite understand. 

A This 20, return is, in effect, deferred from a cash 
point of view until you reach the stege where the 
assets are being mterially amortized, and the amorti- 


zation is being returned to the company in cash. 


I do not want to get into anything too involved. You 


Q 


say while they have made more than 20%, that they 
have not been able to realize it? 
ys) Yes, to realize it in cash., You see the nature of the 
operation is such that the bulk of their returns they 


have had to reinvest. 


DD 


Somebody said the other day it was as much theirs 
to Use on &-trip to surope’ if they chose? 

A It was, but in order to protect their investment, 
which vas a hazardous one, they were compelled to 
moke these further investments end in effect the 
207 return u» to date - it would average a little 
over 26,2 - will not have been an adequate return 
unless the project is followed out sufficiently far 
into the future to realize some eash out of its 
return. 


Giving due effect to what you say, Mr. Mav, 1 am merely 


&) 


asking you to keep in mind, and give effect to, in 
your answers, to the existence of a regulatory body, 
whose prime business it would be to correct by u- 
warding on increase in the rate,any sudden distortion 
of the operating position. 

4 I think thet is a very important factor. 


Q Yes, exceedingly important? 
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5 Is it not so importent it turns a risky investment 


into almost, I do not like to say a guaranteed, but 
a very secure one? 

& It does not do quite that much, but it should help 
in some of the hazards. 

q They have it within their power just suddenly to 
inerease your earnings? 


4 That would be a help, yese 


ty That is increase the rate and increase your earnings’ 
A Yes. 

C That is of prime importance is it not? 

A That is very importaat. 

C So if you assume that, I suggest to you you get away 


down out of the 20/0 class, on that assumption always, 

and you get awey down from the 20, class and <et down 
into the rate of return which s recognized public utility 
is earning. Vo you see anything wrong with thet propo- 


Si tion‘ 


A I can see that it would necessarily be an influence. 

Q ere very ee eee the dade iat the field 
having been determined by this Com:ission? 

h Yes. 

And therefore, from that time that is established as 
a fact? 
Loa Ober s Oh noe | 
Rie” Wena lay 2 My friend is bothered. | 
Perhaps I am expressing it poorly but I hope ny friend 
knows what I mean. You know what I mean’ 

4 Yes. | 

c ‘4th respect it is more important that you should under- 
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a stand it than Mz. Nolan should at the moment. You 
think this, that the existence of a regulatory body = 
you sey these two things are important to take into 


account, and both of them you say argue for a much 


Seca, 


/ 
lower rate of return than 20%? | 
| 
\ 


j 


A They could do. 


\ 


| \ 
VU i 


G@ Mk .NOLAN: My friend has been talking 
to you about hagard and he has suggested to you that 


this Commission has fixed the life of the field at X 


years? 
Fy Yes. 
GQ All right. ‘as your answer based upon the assumption 


that this company, irrespective of their market require- 
ments, would have 6,000,000 barrels of oe to transport 
during each of those X years* 

A Not necessarily that figure, ir. Nolan, but I naturally 
assumed if the field was going to have a fixed life, 
that it meant anyway e large annual through put to 
be profitable to handle would be carried by this 
company. Not Heossasmiiy 6,000,000 @ year. 

Q hat you are saying is that if the Commission fixes 
the life of the field at xX years, you are assuming 
from thate«coee 
THS CHALRMAM:’ It will be left with 

j a certain through put? 

A That is right. 
| Me NOLAN: | Thé fact the Commission 
fixes the Life of the field does not necessarily 
guarantee the through put? 


A Now 


eee 


But on those two assumptions you have made your answers? 


; Ye by 
‘ f er. 
+ Lore 
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A e Mav e 
k 
- s Yes. 
/ ai 
/ Mis ERE LAYS If you los? the through 
put e@eee 
THs CHAIRIUAN: Up goes the rate. 
MR. FRALAYs: Up goes the rate by the 


regulatory body necessarily. I just want to see 
whether the witness agrees with me. 
A If you lose all the through put you have lost everything. 
Q Oh, let us not think of such @ horrible thing. If | 
you lose some through put the regulatory body could 
compensate you at so much a barrel’ 
Plve NOLAL $ “Lill you now guarantee 
that you will not oppose an increased rate should such 
* contingency occur’ 
Te. VWRAULASYS “ho will I be at that 
time? 
Mike PRA TLGYs I am going to ask the 
Commission if they will be good enough not to sit 
on Monday, and give me an opportunity of going to 
Hdmonton. I think my going to LUdmonton will serve 
Jus purpose, and. perhaps in the ond the interests of the 


GCommiission will be best served. I have spoken te 


) my learned friend, Mr. Nolen; ‘#nd I do not think he 
has any objection. 
ih NOLAN: bot at all. 
THE CHALRIAN: Very well, we will rise 


and sit again on Tuesday morning. 


(At this staze the Hearing was adjourned until 10.00 4.i., 
7th February, 1939). 
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IN THE MATTER ye THE PUBLIC 
INQUIRIES ACT 


IN THE MATTER OF a Commission, dated the 
12th day of October, A.D. 1938, to inquire 
into matters connected with Petroleum 

and Petroleum Products 


Commissioners: 
The Honourable MR. JUSTICE McGILLIVRAY 


(Chairman) 


—and— 


L. R. LIPSETT, ESQ. 


Session: 


CALGARY, Alberta FEBRUARY. 7th, 1939 


~VOLUME____ 2. 


“OMOK ON 


LD) ask 


VOLUME 31 = February 7th, 19359. 
WITNESS : 
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m4o" = Chart No. 1, showing: Average Value of 
Turner Valley crude oil at the well for 
refining at Calgary and Regina Refineries, 
in competition with Gutbank crude, well 
PEGS, CoLlar per barrel for Calgary; 
Gutbank crude, well price, » 80 per barrel 
for Regina; Illinois crude well price, 
wlel5 per barrel for Sarnia; using a 
Turner Valley well price of §1.5016 for 
48 grevity crude refined at Calgary. 3805. 


"141" ~ Chart No. 2, showing Ave-age Value of 
Turner Valley crude oil at the well for 
refining at Calgary and Regina Refineries, 
in competition with Cutbenk crude well 
price 31.00 per barrel for Galgary; Cutbank 
crude well price $.90 per barrel for Regina; 
Iilinois crude well price #1.15 per barrel 
for Sarnia, using a Turner Valley well price 
of 31.5016 for 48 gravity crude refined at 
Calgary. 3806. 


"142 "= Ghart No. 3, showing average value of Turner 
Valley crude oil at the well, for refining at 
Calgary and Regine refineries, in competition 

with Cutbank crude well price 41.00 per barrel 

for Calgary; Cutbank crude well price 1.00 
per barrel for Regina; Illinois crude well 
price $1.15 sents per barrel for Sarnia, using 
a Turner Valley well price of 1.5016 for 


48 gravity crude refined at Calgary. 4806. 
eiaa" = O11 Veekly, January 40th, 1939. 3811. 
"144" - Issue of Oil and Gas Journal for January 

aotn, 1938. 7 4812. 
"145" - National Petroleum News dated January 25th 

1939. 5814. 
"146" —- Statement, Sarnia Refinery, Illinois crude 

at $1.15 per barrel well price vs. Turner 

Valley crude to supply the proportion or 

the various products estimated for year ae 


1939 


: 


Te NE Dee CON td. 


Exhibits Cont'd. Page. 
J a Regina Refinery, Cut Bank crude with a 


14g 


"7149 Al 


WY 150" 


W151" 


well price of 3.80 - .90 and$1.00 vs. 
Turner Valley crude to supply the pro- 
portion of the various products esti- 
mated for year 1939. 3818. 


Calgary Refinery, Cut Bank crude at ¥1.00 
per barrel well price vs. Turner Valley 
erude to supply the proportion of the 
various products estimated for yeer 1929. 3819. 


Chart No. 4, showing aversge value of 

Turner Valley crude oil at the well for 

refining at Calgary and Regina Refineries, 

in competition with Cutbank erude well price 

@«80 per Bbl. for Regina; Illinois erude well 
Price vol alowper, parrel tom Sarnia.) using a 

Turner Valley well price of g1.50 for 48 

gravity crude refined at Calgary. 5846.6 


Chart No. 5, showing aversge value of 

furner Valiey crude oil at the well. for 

refining at Calgary and Regina Refineries, 

in competition with Gutbank crude well price 

6.90 per barrel for Regina; Illinois crude 

Weil price Gielo per barrel for Sarnia, 

using a Turner Valley well price of »1.30 

for 48 gravity crude refined at Calgary. 3849. 


Ghart No. 6, showing average value of 

Turner Valley crude oil at the well for 

refining at Calgary and Regina refineries, 

in competition with CGutbank crude well price 

GLe00 per barrel for Regina; Illinois crude 

well price $1.15 per barrel for Sarnia, 

using a Turner Valley well price of ¥1.30 

for 48 gravity crude refined at Calgary. 3850. 
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THE CHAIRMAN: Mx. Frawloy or Mr. Nolan, 

I forget. who was going to get us the particulars 

of the capitalization and so on of these companies. 
lune FRAWLEY: | lirs Burns who is «till to 
be called will give that evidence. 

THE CHAIRMAN: Oh he is giving that? 

WR. FRAWLEY: Yes. Mr. Chairman, the 
evidence this morning will deal with the matter of 
crude oil prices and it does reem to me thet the 
Alberta Petroleum Association, in other words the 
Producers Assocation, has such a particular interest 
in this matter that they should be here. They had 
counsel at the earlier stages of this inquiry and 
then counsel withdrew and I would like to especially 
notify the officers of that association now so that 
they can either come themselves or send counsel, 

and if you would adjourn until 11 o'celosk to give me 
an opportunity of notifying them and for them either 
to be here or to have counsel here. 

THE CHAIRMAN: Very well. 

(The inquiry was here adjourned until 11:00 J.hie) 
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hate FRAWLEY: L will call. Mr.- MeGrath. 
WR. NOLAN: May I just make a short statement 


Sit; before Mr. McGrath gives his evidence, without in 
any way endeavouring to repeat any of the arguments 
that I have already made to the Commission as to how 
this evidence should be heard. I desire, Sir, with 
your permission, to place upon the records of this 
Commission the desire of my clients to have the evidence 
which is about to be offered heard in camera because of 
our fear of the detrimental effect that it might have 
upon the future of Turner Valley. In the submissions 
which I have already made to the Commission I have 
argued that the language of the Public Inquiries Act 

is sufficiently wide to enable and to permit this 
Commission to hear He evidence, and any evidence, in 
Whatever manners seem to it fit. I understand that 

if all the parties were in agreement the Commission 
might refer the question to the Court for its opinion 
and as to an interpretation uf the precise language 

of the Public Inquiries Act. However, the Minister 

of Dands and Mines is unwilling to consent to this 
evidence being heard in camera and there the matter 
Stands. In consequence, today, Sir, in compliance 

with a specific request of this Commission we are 
making available the evidence in respect to the 
competition of other crude fields. 

THE CHAIRMAN: Has Gounsel anything to say? 

TRO Viti tale YS I perhaps should only add this 

in view of what my friend, iir. olan, has said, that 
my instructions are from the Minister of Lands and 


liines and the ilinister of Trades and Industry, whom, 
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I take it, may be said to be primarily concerned in 
this Inquiry - th: t the fact of competition from 

nther fields has to be faced and it might just as 

well be faced in this Commission as later, and it is 
for that reason that my instructions have been not to 
consent to have this evidence Mr. McGrath 1s now going 
to give heard in camera. 

MR.HARVIg: I am in accord with the 
view expressed by Mr. Nolan. Our company's position is 
Simply that it does appear to us that this part of the 
evidence might better be given in camera until consider- 
ation is given to it. But at the request of the Comission 
we are prepared to supply such evidence on the point 
as we cane 

THE CHAIRIAN: iit. Frawley, you sought 
an adjournment to notify the producers as to whether 
or not they wished to be represented here? 

Le FRAWLEY: I got in touch with Mr. 
BE. . Kolb of the Alberte *stroleum Association and he 
is here. 

TH CHAIRMAM: Have you anything to say, 
Mr. Kolb, with respect to this application? 

tie KOLD: Well) Td@oinot Know Lr it 
is not going to be held in c@mera..... 

THE CHAIRMAN: That is what we are going 
to decide. ‘hat are your views about the matter? 

M:. KOLB: I do not know what to 

say about it. It came on me so sudden. I think they 
know what they are going to say and perhaps they might 
have some gocd reason for wanting it held in camera. 


TH: CHAIRIAN: If you have no opinion 
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one way of the other at the moment? 

MR. KULB: No. 
TH CHAIRMAN: Have you anytuing to 

say, Mr. Plotkins? 

iin PLOTELNS : Mr. Chairmen, I feel 

that in view of the fact that nothing in our business 

is Secret or withheld from the Government - in other 
words at the present time the Government sees fit to 
compel us to disclose everything in connection with 

our business and leave nothing absolutely private, 

not even matters of competition, I fail to see any - 

in viow ot that - any good sound reason why any 
information should be given in camera or that the 
matter should be treated in camera. 

THE CHATRMAN: We have given some thought 

to this matter, to the application which Mr. Nolan 

has made. In the first place the Commission having 
embarked upon a public hearing under the Public Inquirigss 
Act, and having giyen notice of the public hearing, 

we have, to say the least, very grave doubt as to 

the authority of the Commission to exclude the public. 
In the second place in any event we would question the 
wisdom of attempting to carry on an Inquiry of this 
character behind elosed doors, and even if we had the 
power to exclude the public, this Commission would 
certainly not do so without the consent of all parties 
otherwise concerned. Mr. Frawley has stated the 
position which is taken by the Honourable Mr. Wanning 
and the Honourable lr. Tanner. No doubt they reflect 
the views of the Government of the day, and it cannot 


be said that there is no opposition to or at least 
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James McGrath. 


lack of consent to the holding of this Sittings in 

camere to hear the witnesses who speak upon the 
particular subject, I take it, of the Illinois field. 

That being so, and all parties in interest not consenting, 
the ruiing of this Commission is that even if it has 

the power to sit in camera it will not do so. We 

will proceed with the evidence. 

MR 


+ TRA Moa ys Mir. MeGrath. 


JAM#S MoGRATH, having 


been duly sworn, examined by Mr. Frawley, testified as 


fol Lows: - 
C. MrevkicGrath, you live in Toronto? 
A Yes. 


a} hat position do you occupy in the Imperial Oil Limited? 


A Assistant Manager of manufacturing. 

& And the Manager of manufacturing is? 

v:) Mr. G. L. Stewart. 

Q Mr. Stewart is the wanager of manufacturing? 
4 Yes sir. 

G And Mr. Stewart reports to? 


Mr. McCloskey. 

&. Mr. L. G. MeCloskey who is the Vice-President in charge 
of manufacturing? 

A Yes. 

Q Mr. McGrath, how long have you been with the Imperial 
Oil organization? 

A 27 years. 


Q Before you were the Assistant Manager of manufacturing 


what were you? 
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A Statistician in the manufacturing department. 

Q You have intinate knowledge of the accounts of the 
Company as far as they relate to monufa cturing? 

A Yes. 

Q You have been asked to come to #dmonton, to this 
Commission, to give evidemcs éxplaining the breaking 
down and analyzing of the present posted price of crude 
oil in Turner Valley? 

A Yes. 


Q And that primarily is what you might say the subject 


of your evidence? 


A J understand it ise 

q The situation as it was today, and that was the primary 
purpose? 

Bb The situation as of today. 

Q Yes. With all recent developments up to date? 

A Yes. 

Q And they will be disclosed and explained and brought 


into the discussion by you in your analysis of the 
present posted field price will they, or am I misteken 
on that? 

bh I haven't all the details of that. But the principle 
involved in the work-up on the present conditions is 
the same as formerly used. It is the seme principle. 

Q I want to just approach your evidence and have you 
give is as lucidly as possible? 


Yes. 


wes If we ask you what the reason for the present posted 
field price of »1.20 for the particular gravity which 
is now the refinery run? 
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S&S hk 
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You can do that for us? 

Yes. 

HOU Can veliv~us why it is 51.20% 

Pecan Gell-you' the basis of that 1.20. 

And then you want to go further and discuss oertein 
possibilities or probabilities in connection with the 
Maintenance of that price of 41.20% 

That is right. 

It is just a matter of which is the best way to do it. 
Pepnink © will leave it to you. ‘111 You proceed and 
tell us why the price of 41.20 was posted, when it was 
posted and why it was posted at 1.20% I think that 

is the best wey we can approach it. 

Yes. The detailed explanation would be on the present? 
The present situation? 

Yes. 

I think the Commission is interested in knowing this 
for further purposes when they go into the refining 
costs snd marketing costs, they must have such a 
break-dcwn of the 1.20? 

Yes. 

Then they are very much interested in the possibilities 
and probabilities? 

Yes. 

Sn I will first read to you or call your attention toa, 
if you would give me the Oil News or something, I just 
want to refer to it- Mr. IicGrath I am reading from 
the National Petroleum News of the 25th of January, 
1939, page 42. I see that the posted field price in 
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James MeGrath.. 


effective January 5th, 1938, for crude oil are as 
follows:- 40 to 40.9°.. That is A.P.1.? 

A ko Peloe Ves 

Q. plea ee or4l.9. 1.16; 42> to04e 79. gle1l8;. 43 to 43.9 
ple£0; 44 to 44.9 31.22 and then going on in gradations 
of ¢ cents increase to 64 - for each increase in gravity, 
to 64 to 64.9°, $1.62. And that is correct is it? 

A Yes sir. 

Q. I would suggest that the Reporter put into the record 
this complete posting running from 41.14 to yl.62, 
Just as it appears in the National Vetroleum News 
and 1 think it will be helpful to the Commission. 
Now the National Petroleum News says that tle se prices 
were posted by the Imperial Oil Limited, and that is 
SO? 

& Phet iis right. 


"aixtract from National Petroleum now Ss 
_dated January 2éth, 1939". a ae 
Alberta - Turner Valley 
(Prices f.o.b. field tankage) 
(Brfective. Jans 5, 1938) 


Crude Oil 

40 - 40.9° - co tea 
TIGI ed a) pts ~ 1.16 
Behe 0° - ‘Te 
HSU a SS ~ 1e20 
SIT ee - Lone 
#6 ~4529° ~ 1.24 
46 - 46.9° = 1.26 
AQ - 47.9 - oe 
48 - 48.9 ~ : 

49 - 49.95 ‘ 1.82 
50 - 50.9, = r.o4 
Spo. 2 2 b+86 
Bae 5259, E 1-38 
53 - 53.9- - 1.40 
BA os 469° - 1.42 
Be 55,9" - 1.44 
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57 - 57.9° ~ > 1.48 
58 - 58.99 - 1.50 
59 = 59.9 es Lede 
60 - 60.99 - 1.54 
6l ~ 61.99 _ ~ 1.56 
62 - 62.9° - 1.58 
64 - 64.9° - L628 
Crude Naphthea, 65 grav. & above - 3 2.14 


Absorption Gasoline 


90% Ree., 20 1b. Reid v.p. - » 1.94 
SUyeneces, 1.” lb. Reid vVsepe nuts Oe y 
q It is also a further fact that at the present time 
the refinery run at zsst Valgary, or the Pipe Line 
Munoratvnes. Ls 45 to 43.9% 
A vinet is, right. 
Q And that is .1.20% 
A pases Os 


Q. You had to do with the posting of that price yourself 


did you’ 

A No, the officers of our Company posted it. 

Q '.611 you know about it. You know how it was built 
up? 


A Yes, exactly. 
n And you having built it up you can break it down for 
fee oe you, tell ws about, tae [head price: 
JIGS ELA CS fin Ora 1 sa How long does that continue 
beyond January lst? 
2) RS ee a These are the existing 
prices. There has been no change in the posting. They 
were posted on January oth, 1948,and they continued 
till news 
4 Yss. 


C And they will continue until a further posting is made? 
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A Yes. Now, Mr. Frawley, I haven't all the details 

in the work-up of the ,1.20 crude. I haven't them 

with me. I have the prices on which it was based and 

~ have a memorandum here outlining the procedure, and 

if you are agreeable I will start with that. 

Q - Yes. Well now, Mr. Metrath, subject to the Limitation 
. Of, not having all the figures, just make it as fully 

as you can, 

A Prior to the production of Crude Oil in quantity.in 

Turner Valley the requirements of the lestern Provinces 

were Supplied by processing Montana Crudes at Coutts, 

Calgsry and Regina Refineries, and Mid-Continent 

Crude Oi at Sarnia for the Manitoba Area. 

About April 1937 Calgary Refinery began. to receive 
Small quantities of Turner Valley crude which displaced 
Montana Crudes. The quantity of Turner Valley Crude 
increased to a point about August where there was 
sufficient available to displace Montana Crude at both 
Goutts and Calgary xefineries. 

Subsequently lerger quantities of Turner Valley 
-Grude became availeble and Impérial felt it should be 
given the greatest possible outlet. Therefore, 
toward the end of 1937 Turner Valley Crude was shipped 
to Regina in sufficient quantities to displace the 
products from Montena Crude and also the products 
being produced from Mid-Continent Crude at Sarnig 
and shipped into the Manitoba Area. 

Extending Turner Valley Crude to include the 
Saskatchewan and Manitoba Areas being supplied by 


running Montana Crude at Regina and Mid-Continent 
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James McGrath. 


Crude at Sarnia made it necessary to place a value 
on Turner Valley Crude which would make it competitive 
with both these CGrudes in the respective areas. 

The competitive price for Regina was lower than 
the Calgery price and the competitive price for the 
Manitoba 4rea was lower again than that for Regina. 

As it was impractical to have three separate prices 
the Prairie rrovinces were considered as one Unit and 
an average price per barrel based on the quantity 
required for each Area was posted. Hence the posting 
of 91.60 per berre). for 48° eoee gravity on January 
5, 1938. j | 

It must be borne in mind, however, that the everage 
price of »1.20 per barrel for the three areas consisted 
of three separate components; i.e., the Calgary price 
at $1.52 per barrel, which was higher than the 91.30 
per barrel posted, and the Saskatchewan and Manitoba 
prices which were lower than the average price oF led 
per barrel. 

At the time Turner Valley Crude was posted at an 
average of 1.30 per barrel at the well, Montana Orude 
Could be bought for $1.00 per barrel and Mid-Continent 
Gmyd& was posted at ,1.22 per barrel at the well. oince 
that time there has been a general reduction in the price 
of Crude Oil in the United States and also the Loudon, 
Illinois, field has been developed and owing to its 
proximity to Sarnia it has displaced Mid-Continent 
Crude. 

Tt might be pointed out that while Loudon, Illinois, 


Crude is posted at 41.15 per barrel quantities are being 


purchased for less than this figures We also understand that 


Montana Crude is being purchased for as low 4s $0.75 par bar 
vi oa Ne wi 
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To sum up the situation as it is be present 
t4me we have assembled figures in chart form. These 
charts protray ih colour the heer iponien involved, the 
quantities of Crude required to Supply the estimated 
demand for 1939, and the value of 46° A.P.I. gravity 
Turner Valley Crude at the well for each area and for 
the three areas as. one unit. 

Charts Nos. 1, 2, and 3, show 48° Gravity Turner 
Valley Crude for Calgary Refinsry in competition with 
pl.0O Montena Crude to be worth $1.5016 wer barrel. 
These charts also show the value of Turner Valley Crude 
for Regina Area in competition with Montana Crude at 
90.80,  ,0.90 amd $1.00 per barrel, and for the Manitoba 
4rea in competition with Loudon, Illinois Crude at 
plLelS per barrel. 

Charts 4, 5 and 6, assume the present posted price 
of $1.30 per barrel for Calgary Refinery and the same 
competitive conditions for Regina and Manitoba Areas 
as are shown on Gharts 1. 4 and 4. 


You have been referring to these as charts. I think 


£ 


if you would now file the Charts and describe them as 
you offe: them and we will mark them. First we will 
put numbers on them so we can refer to them by the 
exhibit number. If you will say what you are first 
producing and describe it fully, and then we will 
mark it. 
4 Chart No. 1 shows barrels of Turner Valley Crude 
and the value of Turner Valley Crude at the wells 
based on Cutbank Crude at 1.00 per barrel for 
Galgary. Instead;of based on that I should 


have said in competition with. And in competition 
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James McGrath. 
with 3.80 per barrel at Regina and Illinois Crude at 
the well price «f 31.15 for the Carnia Area. 

That is eae gensral Gescription of Chart 17 

That is a gemeral description of Ghart 1, yes. 


CHaRT IN QUBUTION IC NON 
MARKED SXHIBIT "140". 


(Zo to Page 3806). 
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MR. FRAWLEY: This Exhibit will not be 


explained in detail at the moment,. sir, not until 


we have the other two put in. 


Mite NOLAN: They go in as a ‘series sir. 


and we thought this would be the best way. 

Mine FRAWLEY: | Will you explain the further 
Charts you have? 

Chart No. 2 is on the same basis as Chart No» 1 with 
the exception that the replacement value of Turner 


Valley crude at Regina is computed on 90 centw per 


barrel for Cutbank orude. 


Instead of? 
Instead of 80. 
hike FRAWLEY: I will offer lir- iieGrath's 
Chart Nos 2 as an itxhibit. 
(CHART PRODUCED HERL 
cay AS EXHIBIT 
WITNESS: Chart Noe 3 if on the same 
basis asp Chart 1 and 2 for Calgary and Sarnia but at 
Regina the valuation as to Turner Valley crude has 
beem based on {1.00 per barrel for Cutbank crude instead 
of 80 in Chart No« 1 and 90 in Chart No. é&. 
MRs FRAWLEY: We offer iir. McGrath's chart 
Nos 3 as an Exhibit. 


(CHART NO« 3 PRODUCED 
BY THE JITNESS HERE 
MARKED AS EXHIBIT 
nem) 


No do you want to stop sow and explain thesc in detail? 


No, except that this is a general outline of the charts, 


the charts of the territory. I would like to give just 


a brief description of the shart and then the details 
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Shall follow, if that is all right. 

Q Yes that is fine. 

A Referring to Chart Ko. 1 it will be observed at the 
top of the Chart that it portrays in colours the 
areas served by Calgary in red or pink, Regina in 
green and the yellow area represents the territory 


Supphied by Sarnia. 


Q In western Canada? 
A In :jestern Canada, in the iianitoba area. 
3 MRe COTTLE:: That is to say, ur. MoGrath, 


the territory which normally would be supplied from 


those? 
A Yes. 
Q Not necessarily the territory which is supplied now? 


A That is the territory which would be supplied, yes. 

The division of the territery between the refineries 

isnbased on the values of Eee a ee ae words the 

line between Calgary and Regina is determined by the 

relative values of crude between those, between Regina 

and Calgary refineries. The line between the yellow 

area and the green area representing Regina is determined 

by the reletive values of crude, the competitive values 

of crude between Sarnia and the Regina refinery. The 

competitive crude in the case of Calgary on Chart No. i 

is $1.00 per barrel for Gutbank crude at the well; for 

Regina it is based on 80 cents per barrel for Cutbank 

crude at the well; for the Sarnia area it is based on 

$1.15 per barrel for Illinois crude at the well. Now 
when this chart is divided in this manner the traffic 


department in conjunction with the sales department de~ 
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termined the volume of products required in each of 
those areas for each refinery. ®his quantity is then 
peered eo cride cit) at ane. notteasee (eda statement 
it will be observed the barrels of crude oil 
required daily for each of the areas; to the right+ 
hand side of the statement it shows the velue that 

oan be paid for 48 gravity Turner Valley crude at the 
well to supply those areas in competition with ot her 
sources of crude. 

Q lire MeGrath, in view of the fact you have taken 48 
gravity crude and the refinery run being 43, is it 
about, will you explain that? 

A Iwill just explain that i:r. Frawley, at the time of 
the posting of the price $1.30 per barrel on January 
‘Oth, 1928, the crude being recetved was about 48 gravity. 
Since that time the gravity has fallen and the calcula- 
tions on which these statements were made were based on 
operation of 45 gravity but in order to make it com- 
parable with the original figuration we have added 2 cents 
for a degree or 6 cents to the value of the 45 gravity, 
to compare with the poBted price of 48 gravity. In 
other words wé@ have elevated it 2 cents per degree. 

Q In other words you are satisfied your computations are 
just as precisely end sorrectly ee outs 
on 48 gravity crude as if you had taken the actual re- 


finery run at the moment, it would work out exactly 


the same? 


A Well I think so. 


Q We want to make it clear to the Commission, that is the 


Any 


ams ak 
’ 
oa 
22 
te 
of “ 
. 4-9 
iw 
ip Bie 
+ 
say) <e 3 
fe te" 
i 
Cae ect: 
“4 AG 
Sad 


zm 2 
z 
a 
+ t 
+t = 


st | 
i) 


. he ‘ _ 
poe *, 
. ‘ 
é - 
4, 4 
o 
. samt < t 
Sond a 3 
- . 
: = 
o zy ‘e- 
. fT 
~ eae 
- 2 ra) 
‘ = 
o f. 
Phe ’ > 
= 
‘i a 
% ae 
ra =< 
So 
: c 


7 as 
Foun 5 


a 


we im i= 

2 ey aw + 
3 : oa 

es shes ay 

tee — 

a a 
” - oe) 
~ - ae 

- vo 

3 — ' 

= Le “ 

e = = 
> ri} +n 

: a 


+ ae aS 
eat x 


saty 

1 ‘ 
Se, 
- ‘ = 
at 


as 


Jd eiioGrath ~ 3809 = 


C=2 


4 


£D 


only purpose for the elevation up to 48° gravity? 

Je might ap well have left it at 45 gravity. 

Sil right. Now is that all you want to say about 
Chart No. 1? 

That is a general explanation of Ghart No. 1. 

We will see, lir. McGrath, if there ig anything we 
can think of to ask you to clarify it, because we 
want it in the simplest language possible. Mr. 
MeGrath, did you intend now to go into the detailea 
calculation shown at the bottom of this chert 1. OF 
later after you had gone more generally through all 
the rest of the charts? 

No, we can start with this chart and the sane principle 
applies throughout. 

I mean at this time did you intend to go into that 
figure of 1.5016 on Exhibit "140", Chart No.-1,.I do 


not want to put you off your track, I just wanted to 


know whether at this stage you intended to go into the 


details of this figuration or did you not? 

I would prefer to start with the Bast and work to the 
West, start at Sarnia with the Illinois crude. 

Just whichever way you think is best, whichever way 
you think it can best be done. 

I have here the Oil Weekly dated January Oth, 1939, 
which gives some data on the Illinois crude. On page 
97 there is a table showing the average depth of the 


wells in the Illinois field as compared with, 1928 


compared with 1936 and 1937. In 19¢6 the average 


depth waa 1037; in 1957 2633; in 1938 2590. Now if 


I may read from this magazine. 
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Q Yee. 

A On page 98, under the heading of "Illinois Attracts 


More Interest". 

Q It is an article in the Oil Weekly, is it? 
Yes. 

Q Perhaps you will state something about it, who wrote 
it and just to identify it? 

A It doesn't give the name of who wrote it, Mr. Frawley, 
it is just an article in this. 


We have the page number of it? 


& 


A Yes. 

"Nhe Basin Area of Illinois continued its ram- 
page, and furnished the state with am even 
more imposing discovery list than in 1937. 
From about 1905 until 1967 Illinois was con- 
sidered a ‘thas been' area. The latter year 
saw the finding of eight important fields 
which resulted in an active drilling ommpaign. 
The past 12 months furnished sixteen new 
fields and many of the 1937 discoveries were 
extended materially." 

I again read in the same article on page 102. 

"Production in the State surpassed 100,000 bar~ 
rels daily during the latter part of the year, 
whereas two years ago it was 5,000 barrels per 
day." 

I again read: 

"Because Illinois discoveries are being made at 
an average depth of 2590 fees they do not rep- 
resent the expenditures veqired for exploration 


purposes-in other territories. imoreover the 
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State is without proration laws and is much nearew. 

to large consuming centres than either Oklahoma or 
Kana@as.e. These factors all cembine to give Illinois 
several advantages that indicate It Wiliscontinne: to 
expand in importance." 

I intend to file this publication and I would like to 
call the Chairman's attention to page 52 of this pub= 
lication and it shows the crude oil, a map of the crude 


eil producing areas in the United States which may be 


helpful. 
Q You do not mind leaving that, do you? 
A No. 


Q You are calling attention to page 102, to this map and 
the notation at the top, on page 102? 

A No I am sorry, sir, page 52. 
This ono? 
Yes, that is it. 
THE CHAIRMAN: The magazine is also being 
filed I take it for the articles which the witness 


has referred to? 


Q MRe FRAWLEY; | Paget 
I have given the pages. 
MR. FRAWLEY: vie will file the whole issue 
then. 


(OLL WEEKLY, JANUARY 
30th, 1939, HERE 
FILED AS EXHIBIT 
"1436" ) 


WITNESS: Now with regard to the posted 


nraee,.01 Tilinois crude=-— 


?) THE CHATIRi.AN: Now before you leave the 


magazine, you read tO us what some unknown author has 
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Haid in o magazine? 

4 Yes. 
What do you know about it? 
Jell I have never visited the field, Mr. Chairmen, 
and I cannot speak with any authority. | 
THE CHAIRMAN : “All right. 

@ MRe FRAWLEY: All right, Mr. McGrath. 
With regard to the posted price of Illinois erude I 
am referring here to page 208 of the Oil and Gas 
Journal, dated January 26th, 1929, which shows $1.15 
per barrel. 

Q For a certain gravity? 
Yese It runs all about the same gravity, about 37 or 
58 gravity.- In this Oil and Gas Jourral there are al- 
so articles-<= 

Q Before we go t2 the articles, do you not think we 
should have in the record now the hosted field prices 
of the Illinoig arude and we can do that by simply 


filing this issue of the Gas and O11 Journal? 


A Yes. 
Q And you can direct us to the page where those postings 
are? 


A Yes, I have the page, 206. 
Q I think this issue, you can use it again for some other 


purposes if you like hut this issue now should be 


marked. 


(ISSUE OF THB OIL AND 
CAS JOURNsL FOR 
J&NUARY 26th, 1939, 
HERE iwARKED AS EI- 
HIBIT "144") 


Q@ . MRe FRAWLEY: Now aia you want to refer to 
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something else in here? 

Yes, on page 159 of the Oil ana re JOurnal Dated 
January 2oth, 1939, there is ean article On, there 
ig another article on the development of the Illinois 
field which may be of interest. 

You do not know the writer of it? 

A staff correspondent. 

By a staff correspondent? 

Yes. 

That is all you want to call attention to in that? 
Yes. Now with regard--- 


MR. FRAWLEY: Mr. MeGrath, you know enough 


about the Oil and Gas Journal to say something about 


in, GO YOu, as a journal? 
Yes, all of these journals I am filing are considered 
reliable by the oil trade. I would like to refer to 
page 17 of the National Petroleum News dated January 
25th, 1939, to an article written by Allen 8S. James 
and the heading is "Bargains in Illinois Crude heard 
in the Mid-Continent." 
and it states here if I may read it: 
"One northeastern Oklahoma refiner, for example, 
has been offered a quantity of Illinois crude 
at 60 cents a barrel, white a large refiner on 
the Mississippi River has been offered crude 
at approximately 8& cents a barrel delivered 
at the plant, which gives a netback in the Aig 
linois field of approximately 61 cents." 
I would like to file that. 


MR. FRAWLEY: Page 17 of the National 


- s - 2 
of < “gh ib <b ~ >! ‘4 
gat es a 
: Neng i 
, \ ‘ aie F} cc Sr . . 4 
eed ok <f ab eee ‘ < 3 4 = ’ ‘ gel 
ar ar es : hi he ae) : ns 
. - aa? + * ten s 4 
*t * < * rae re =f * 
- are * tt J bet 2 : iE 
c om aa uae ¥ > Kes : ; ‘ i 2 Say 
Ae a i ° So as : ; “ ; P ; an 
Z 2% ati = re &, meet £ 
~ toy ig ¥ = An sa= : ng oe : Sa 5 - 
- 3° a seat : S %j 95 ’ . 1 ~ 
< 3 +25 (says . ia 3 
" i 7 2 - 3 ‘ a : “ 3 4 Te ate), tae 
~ on, ove Pid : ‘ = : , , e x ae 3 ay 
xa — er a - Pere : 4 aes g toot ae 
mee ‘ a = . oye? day Bak peed 
= ; - x = = * - 5 3 4 
3 es : e 
: fo Fi ~ 3 -- : : wad - . si) aa = 
ae ram ; i - o = s : fe : ? aay 
tow aed bias * . P . ay & 
seas 7 ; : . é c 2 Ys + 
a Ge a ~ “ : s ; + 2 4 
=f : - ee a eee By ts + (im oe 
ts + ar oy P : ¢ s - 3 : se a 
Y i = * a s nt . Pa 
x - h re = s we i = 
be tS . te, od al Tent - - 
: a te _ - 4 ner Ps P = 
oy ‘ . 2 isd 4 a ° Je - hee = x +. ee, 
‘ is Ja aay § ; : - Ee naw ae = ae? = 
; : : me : = at : ; is a : a ; Cea 
J = . . e G PP in 4 Si tote # =n é FS = nd 
. Rae aay, = 5 3 - . Cor 
* iar oP z ee on a es ~ *- ; * < ct 
“ ae F = = - r a x wy - 7 5 
ea ote 4 P Fes Ey pics 4 ay vot 
. a) * ty wt ‘ af : 6 5 one : 6 
. () ee res a: E wn = fe e 3 = coe 4 
* x > 9 A ~ Pr + + a - 5 ~ 
ce eF (a “ye wee a a — 3 _ 
; ee » re , - i. A ie 
~, _ 4 += ff me p 
: ct Se ts 3 
Sa = . ~ < a 
= sik per ay men = : 
by tty ta eC p ered = # as fe . ehacs deny 
' nua Ty ches ; . % = . 
aoe x * ‘ ~ ; ie 5 a : gee 
7 Sas a rs r) a r fans : . - > 
5 . be : : ‘ . 
4 3 ~ 6 i 
5 es ts <% 
cot - ‘ 5 ". : a 
- a jig 
= ers, A a 2 wo . 
= ae ai E Fone) ites . 
in TS that ‘. 3 
Pag oi v4 Pee ~ 
¢ wey ~ =e 5 a ae 7 
se .- Seat fae - ~ - 
per ae * a Ds ae - : oe 
staf ai aes ‘e = lie 7 da 
fo > tee tg-4 
= 5 an’ war; Ne ae + = 2% w ‘é 
a aa Ett “ - t- F 7 ‘ 
wat ee ao 5 = = re ei 2 eS 
S é ols es é : . Fi 
Lan b eos + ee = 
: Cree ais ted " - 
: 7 sp cs % awe 
c J ‘ = sie pm i i= ex 
az 5 =! = - 
o Sa oe ay ‘ od > c 
58 = coe i Pas) + - - * sae — 
= sat aa eae ae Bat js a 
= : i as ; Eg - ‘ 
= es ; S, - : . ; ' 
“a4 a ge ae : . vis = ae c 
“ bn. a2 Bi = 5 s > es = “i * 
“es ~ tees . c ~ *« ¢ G sata, AL 
~ : =* re < 
es 64 RS $ vice « aie < 
- a 2 : ee cd 
~ A aie =a 2 , 
= pd ae =e = « = a? 
tao £ . . = : G tnats 
m. Gy Laces a . : be --4 < 
can LL, a - =F qs | 3 
oat -« : co iad 
ae we, ay pan] “ 
rent % = 5 . . re 
~~ 2 - aun $ lon 


ie 


‘J.MoGrath 


~ Z814 + 


Petroleum News? 


oA Yea. 


(Go to Page 3815) 


(NATIONAL P2TROLEUM 
NEWS UNDER DATE OF 
JANUARY 25th, 1939 
HURE i.ARKED AS EX~ 
HIBIT "145") 


i - % f ] ‘ fi 
i | . - f) 5 A, rie 4 Vy 
| re ora: ea 
me, | 4 Me i 
hot t f % " re j iv is Wis 

Tn et eee + high “iy , | ey 

tr Bs , ; Pi we F 7 
j 
: 
| t 


wo 


> 
— 
¥ 
h 
” 


Fe 


1 ; 
i 
" | 
Oe" As . 
7) a ‘ale , ; a ee ee 
Ld t© 7 
. e 
q > 
. 
; 
‘ 


T-2 

iG 

| “38154 
James MoGreth. 


A I would neyt like to deal with the situation at Sarnia. 


ip) 


Yes? Relating it to any particular chart? 
A Relating it to the Turner Valley Crude for the Manitoba 


Area as shown on Chart 1. 


re 


Returning to Chart 1 for a more detailed explanation of 
it, is that the situation? 

That. is right. 

Chart No. 1 is 2xhibit "140". 411 right. 

Could I distribute these? 


Yes, what are you filing now? 


> 2 & OO b& 


4A statement showing details in arriving at the value of 

@-5936 per barrel for 48 gravity crude, in competition 

with Illinois Crude at 1-15 per barrel at the well. 

Q I think if you read the heading it would be quite 
sufficient. Could you identify it by the heading? 

A It is headed "Sarnia Refinery. Illinois Crude at (1.15 

per barrel ‘yell price vs. Turner Valley Crude to supply 

the proportion of the various products estimated for 


year 1939." 


DOCUMENT Il QUs..TTON IS 
WO’. MARKED EXHIBIT "146". 


Q You have read the title to it, and would you just in 
very plein language tell us what this represents. 
What is this prepared for? 

A It is prepared for the purpose of showing the value 

of 48 gravity Turner Valley crude in the Manitoba 

Area in competition with the Illinois Crude at a ,1.15 
per barrel at the well. 

Q Let me link it up with Bxhibit "140", Chart 1s At the 
bottom left hand corner of Exhibit "146" appears the 
figure 3 -5956. That is the same figure that appears 


T2 
a 
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on the bottom right hand corner of &xhihit "140" ¢ 

A That is right. 

@ On dxhibit "140" it te thé bottom right hand corner? 

b Yes. 

& Now will you say tail you have to say about it? 

4 Referring to the statement it shows the well price of 
Yllinois Crude’ 31.15 per barrel. Buying 6ommissi on 
©05 dolicrs per barrel. Gathering and pipeage .3410 dol- 
lurs per barrel. Receiving, storing and handling et 
Sarnia .OOLY dollars per barrel, giving 2. cost....... 

Q You skipped the Excise Tex? 

A Exeise Tax, 3h, ~0360 dollars per barrel, giving a laid 
down cost of 1 barrel of Illinois Crude at Sarnia of 
ol.5787 per barrel. The next ito on this statement is 
for the purpose of deducting from the value of the 
Tilinois Crude the surplus fuel oil - not the surplus 
but the additional fuel oil and coke produced from the 
Illinois as compared with the Turner Valley crude. 

That is a deduction of .0768 per barrel. The next 
item of deduction is the freight supplying the Manitoba 
Area from Sarnia, as against Regina. It costs .1427 
per barrel of crude to supply this area from Regina 
instead of Garnia, leaving a figure of »1.43592, which 
is a value of .887 dollars per barrel, 45 gravity, 
Turner Valley Crude, and .039 dollars a barrel absorption 
naphtha, In other words, we start with 1 barrel of 

Pi now s Crude and we deduct the fuel oil and coke 
contained in that and the freight saving supplying 

this from Sarnia, and the result is the value of Turner 
Valley crude and absorption naphtha, and we dedust the 


absorption naphtha from the caleulation which is » «1809 
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dollars per barrel, and the result is a value of 
~887 dollars a barrel of 45 gravity Turner Valley 
orude. That .887 barrels is worth 41.1783 per 
barrel. So 1 barrel of 45 gravity Turner Valley Crude 
‘Ls worth $1.4297 per barrel. Then there isa further 
deduction enon the Turner Valley Crude to cover the 
cost of additional chemicals for treating, and that 
is ~0274 cents per barrel and e186 the additionel 
Ethyl.lead required which is .0367 cents pr barrel, 
giving a net value for 1 barrel <«t Regina of 31.2656 
per barrel. ‘Je have come from Sarnia right through to 
Regina now. Then by deducting the freight from Calgary 
to Regina of .5520 cents per barrel, and cost of loading 
crude at Calgary of .05 cents per barrel, and pipeage 
and gathering .15 cents wer barrel gives us @ value at 
the well for 1 barrel of 45 gravity Turner Valley crude 
of .5336 cents. That is for 45 gravity. So by adding 
6 cents to that .5936 cents gives us a value of 48 
gravity which is the figure shown on Chart 1. Have I 
made myself clear, Mr. Chairman? 
Tihs CHATRMAN: Yes. 

fy We are still dealing with Chart l.- Wow I would like 
to go into the price of .9447 cents, which is the value 
of 48 gravity crude at the well for Regina. 

Q. Just do the seme as before. You are offering as an 
Exhibit - will you read what it is entitled’ 

A This is headed "Regina Refinery. Outbank Crude with a 
Well Price of (,.80, $90 and »l.00 vs. Turner Valley 
Grude to supply the proportion of the various products 


estimated for year 1939." Incidentally this statement 


has the .8C cents, -90 cents and 1-00. The one state- 
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ment has the three situations om it but we will deal 
with the .80 cent situation, or the first column. 


VOCUMINT IN QUHSTION IS 
NOly MARKED @XHIBIT "147", 


q Now what you are going to do. You are going to..... 
you have just finished in Uxhibit "146" in analyzing 
the figure .5936 shown on Ghart No. 1, axhibit "120"? 

A That is right. 

Q You are now going to analyze the figure of .9437 shown 
on, Ghart.-No. 1, Exnibit NE40"9% 

A That is right. 

Q and you are going to do that by sxhibit "147", the 
first column’ 

A Yes sir» 

Q Right. 

A I refer to the first column on this statement, It shows 
the well price of 37 gravity Cutbank Crude at ~80 cents 
per barrel. Gathering and loading .1250, Excise Tax 3%, 
~0240; Fretght to Regina .7U56 per barrel, giving & 
laid down cost for Cutbank Crude at Regina of 1.6546 
per barrel. From this figure we deduct the value of 
the additional fuel oil prodused from Cutbar': crude 
as pOnpace a) wi production from running Turner Valley 
erude. This amounts to .154 barreis of fucl oil, or 
~1586 = berrel of crude. Taking 1.4960, which is 
the valwe of »785 barrels of 45 gravity Turner Valley 
crude, and .049 barrels of absorption naphtha. Wow 
you deduct the absorption mn ,phtha. The value of .059 
barrels of absorption naphtha is »1809 dollars per 


barrel of crude, leaving a value of 1.3151 for 


~785 barrels of 45 gravity Turner Valley orude, or 
41.6755 for 1 barrel of 45 gravity Turner Valley crude. 
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From this is deducted the saarevoter cost of chemicals 
for treating which is .0208, and additional Bthyl lead 
required which 1s .0390, giving e value of 1 batrel of 
45 gravity Turner Velley erude at Regina of 31.615 
per barrel. From this is deducted the freight Calgary 
to Regina of .5320 ner barrel. Loading cost Calgary 
05 per barrel. Pipeage and gathering .15 per barrel, 
giving © value for 1 barrel of 45 gravity Turner Valley 
crude at the well: of .8837. The equivalent value of 
48 gravity is found by adding 6 cents to this figure 
which ee you }.9437, which agrees with the Chart No. 
ies 

Q Fine. Now that is the only part of - you are just 
dealing with the first column, and what it shows as you 


go through? 


A eS 

Q The next one you have to offer is a statement entitled 
what? 

4 "Calgary Refinery. Cutbank Crude at ,1.00 per Barrel 


Well Price vs. Turner Valley Crude to supply the proportion 


of the various products estimeted for year 1939." 
DOGUMANT IN GUZSTION IS Nov 
MARKSD EXHIBIT "148". 

G Yes? 

This statement, Calgary Refinery, starts at the ‘1611 Price 

of 37 gravity Cutbank Crude ,1.00 per barrel. Pipeage 

and loading at Coutts .1850 per barrel. #xcise Tax 3%, 

~0300 per barrel. Freight Coutts to Calgery -4410 per 


parrel, giving a cost of 1 barrel of Cutbank Crude at 


Calgary of 31.6569. From this is deducted the value 


of the additional fuel oil produced from Cutbank crude, 
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Compared with production from 46 gravity Turner Valley 
cruds, or .157 barrels of fuel otl with a value of 
21570, and leaves 1.4990 as the value of .85 barrels 
of 46 gravity Turner Valley crude. The value of 1 
barrel is  ,1.7633. The Southern part of the Province 
was formerly supplied by Cutbank crude processed at 
Goutts. In order to reach this area from Calgary, 
‘ there is an additional freight item which has to be 
. deducted from the value at Calgary. This amounts to 

-O860 per barrel. Additional chemicals for treating 
is also deducted, .0207 per barrel, and there is a 
deduction for the additional ithyl lead required which 
is »0447 per barrel, giving a value of 1 barrel of 
46 gravity Turner Valley crude at Calgary of j1.6116 
yer barrel. By deducting pipeage and gathering of 
el5 cents per barrel, it shows a value of 1 barrel 
46 gravity Turnér Valley crude at the well of $1.46. 
By adding 4 cents to this figure we arrive at ,1-5016 
per barrel, which is the equivalent value of 48 gravity. 
This 1.5016 per barrel agrees with Chart No. 1. 

q That completes everything you have to say about séxhibit 
MUA Chaket aos. Le? 

A Yes. 

O And just see if I can make a little resume for you. 
Ghart I'o. 1 shows 44-5936 being the value of the Turner 


Valley crude as against the Illinois Crude for the 


Manitoba Area? 


& Yes. 
Q Using the well price, the posted price for that Illinois 


Crude of »1.15 and a posted well price of Turner Valley 
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James McGrath. 


Mi. NOLAN: Oh noe 

‘@ MR. FRAWLEY: Of what, Mir. MeGrath? 
Or is that not right? 

A “hat is that? 

Q I say .5936 shows the value of Turner Valley crude 


as against the lllinois Crude for the Manitoba Areas? 


A 05956 at the well in Turner Valley. That is at the 
well. 
Q Chart No. 1.shows that the value of Turner Velley crude 


at the well? 

A Yes, at the well. 

C. Is .5936, or about 60 cents at the well, to serve the 
Manitoba grea in competition with the Illinois #@rude 
at the posted well price cf ywl.15%# 

4 That is right. 


Q And running through it it also shows that the value of 


& 


Turner Valley crude at the well is .94357 as 
against Cutbank crude for the Regina area? 
You mentioned at tie well did you? 

Yes, at the well? 

Yes. 

The detail of that is shown on axhibit "147"? 


Yes. 


Se SS & fp = 


And Chart No» 1 lastly shows that the value of Turner 
Valley Crude at the well is yl.5016 or a little better 
than a (1-5C as against Cutbank Crude for the Calgary 
Area, taking Cutbank Crude there at the posted price 
of’: 

 ole00 ver barrel. 

Q wies0O per barrely 


Yes. 


“ 


T=2 
8 
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G Now fcr the figure before that, .9437, being the well 
price of Turner Valley crude as against Cutbank for 
the Regina Area, that takes a Cutbank posted price of 
wha t? 

A 80 cents per barrel. 

Q. £ do not know whether that will help or not but it 
Olarifics my mind. All right, what do you want to 
proceed with next? 

4 I mention again this No. 1 chart shows the barrels of 


Turner Valley Crude daily required for each of these 


areas. 
e It shows your estimated requirements for 19397 
A Yes. It is on that. In connection with the Illinsis 


crude I may sey that it has displaced the Mid-Gontinent 
Crude, and at the present time we are proccssing quite 
a large quantity of it at Sarnia, and it will continue 
to increase until possibly all the Mid-Continent orude 
will be displaced by Illinois for the operations at 
the Sarnia Plant, except in cases ‘for the products 
which can be made from the Mid-Continent crude end which 
cannot be made from the Illinois Crude. 

Q Have you the figures about that? What is the daily 
through put et Sarnia? 

A Oh, an average of approximately 24,000 barrels. 

Q Up until the Illinois crude became important it was 

running Mid-Continent crude? 

Yes. 

And that reaches your Sarnia Refinery how 


Through the pipe line. 
How is it ncquired by the Imperial Oil Company for its 


Sarnia Refinery? 
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ED 


It is bought through our agents, The Transit & Storage 
Company in the States. 

It is bought by your purchasing agents, The Transit & 
Storage Company? It is bought from whom? Have you one 
customer? 

No, I have not got the details of that Mr. Frawley, I 
am sorry. 

It comes through a pipe line all the.way to Sarnia? 

Yes sir. 

Now with a partial displacement by Illinois how much 
Mid-Gontine nt aero running? 

I can put it this way, we are running between three and 
four thousand barrels a day of Illinois crude at the 
present time. wwe expect by Summer it will be up to 
10,000 or 14,000 barrels a day. 

All right. Do you went:to say anything more of a general 
nature about Illinois crude now? 

No. 

Then we go to Ghart Number 2? 

Chart Number 2. Chart No. 2 is the same picture, except 
the value for 48 gravity Turner Valley crude at the 
well for Rezgina is baced on .90 cents per barrel for 
Gutbank crude. 

Mr. MeGrath, do you mind if I go back to Chart No. 1 

to get the full meaning? 

All right. 

There isa figure at the bottom of the page on the right 
hand side of 1.0735? 


Yes. 
What does that figure mean exactly? 


That is the average value of the three areas based on 
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dames McGrath. 
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barrels of crude required for those areas, and the 
relative prices in those areas. 

Putting it another way that means that giving d full 

and complete effeet to all the factors indicated on 
Chort No. 1, and then giving full effect to the Illinois 
competition? 

Yess 

That the posted price, the well price, namely the posted 
priss of 48 gravity crude in Turner Valley would be 
S1L.07? 

The average for the three areas is ($1.07-<. 

That is correct? 

That is right. 

And that is how you arrive at the posted price? 

THES el Ss HOW s ores os 

Taking the average values of all three areas? 

That is right. 

Your posted price would be %1.07? 

Yes. 

That is as compared with an existing posted price of 

pl .e30? 

That is right. 

And which figure in turn was arrived at by a computation 
not dis-similar to the one you have given us this morning, 
but not taking into account any Illinois crude? 

That is right. 

Merely comparing Turner Valley crude in competition with 
Cutbank erude from the Regina Refinery, to inolude the 
whole of the Manitoba market? 

No, it was in competition - in the Manitoba market it 


was in competition with Mid-Continent. 
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~Q  .As far as Manitoba is concerned it was in competition 


with Mid-Continent through Sarnia, the Manitoh: srea? 
A Yes. 

Q That is what Chart No. 1 means. It would mean a drop 
of the posted field price on 48 gravity crude from 
gl.3) to $1.07 and presumably it would mean - getting 
down to what we actually have at the moment - presumably 
it would mean a drop on the present refinery run of 

43 to 43.9 of $1.20 to, you have not made a computtat ion 
on that? 

No. 

You would not be able to say exactly? 

No, I would not be able to say exactly. 

All right. 


- © && © & 


The price of $1.07 is not the posted price. It is the 
average value. It depends on whether the producers 
wish to take that. 

Q We will go inte all these things, but giving full 
effect, with no limitatién and no qualification 
entering into it at the moment, that is all your 
Company could yay for Turner Valley Crude is Ru Our < 
If it is to supply thege areas. 

Q If full effect - if your picture were translated into. 

physical fast? 


A That is right. 
MR. NOLAN: At the moment your 48 


gravitv is $1.07. You could arrive at the other figure 


by deducting 10 cents. 
MR. FRAWLSY: It becomes automatic, 
once you have arrived at the point where you have, 


that is the price of 1-07 for 48 gravity crude, would 
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James McGrath. 

4t not just go down in its normal drops of two cents? 
Two cents per barrel. 

MR. NOLAIs That is ten cents less? 


Yes; 10 cents. 


© & OD & 


Mae FRAVLSY: We can caloulate that 
and bring your posted field price to 97 cents as 
against our present posted price for 45 gravity of 
eLeeG? 


A That is right. 


(At this Stage the Hearing was adjourned until 2 P.M.) 
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(Examination of Mr. wieGrath continued by ir, Frawley; ) 


Q How far had we got, Mr. MeGrath, this morning? 

A I believe we were starting with ohart 2. 

Q That is right, and you were to produce, do you produce 
any figurations worked out under chart 2? 

A the detailed statements which were vresented before, cover 
all the charts. | 
That is right, in different columns? 
yes, 

Q, Wow; you want to refer to, you were going to start to explain? 

A Chart, Nod 2. 

&, Chart No. 2? 

A Chart No. 2 is practically the same as Chart No. 1 except 


in Chart No. 1 we use the basis of 80 cents a barrel for 
Gutbank crude at Regina énd in Chart No. 2 we have used 
9O cents per barrel. 
Yes? 
New;,do you wish me to go through all the details the 
same as I did before? 

Q Welly 2° think it. would be as well? 
Now, that is, there -re detailed statements, ir. Hrawley. 
No, I do not think you need to read through every item in 
the detail, but link it up and tell us where we will find 
the break-down of .6203, which is presumably where you 


Spare on Chart 2? 


A That would be on wxhibit "146"? 

Q On Chort No. 2 at the bottom of the page, the Sarnia Refinery 
chart . 
TH: CHATRMAN: OB, Yess 

g .6203, in other words, dealing with, explaining Chart No. 2 


in the same order as you explained Chart No. 1? 
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Vos; 
Now, you send us to Exhibit "146"? 
Yes. 
The second column? 
Tpee LS rues 
Now, Will you just concisely tell us what the second 
COM Of Behr o1t "146" shows? 
as the details, Mr. Frawley? 
No, just the statement of the result, if you like? 
A barrel of 45 gravity crude at the well in comparison 
With Cutbank or with Illinois crude at $1.15 a barrel at 
the well, for the Manitoba area, is valued at .5603 per 
barrel, which is equivalent to .6203 per barrel. 
Just to endeavour to get the most understandable language, 
Mr. McGrath, is this right, that Turner Valley crude at 
the well is worth to your company .6203 cents, for the 
manitoba area as agarnst Iilinois crude from the same 2rea 
au lees COSted field price? 
mec 
and conveting with Cutbank crude for Regina based on 90 
cents? 
You see, the areas change, the 80 cents, 90 cents, and y1.00. 
IT am only talking at .620357 
THA LS right. 
And that is the comparison of the, of what the value at the 
well of Turner Valley crude is for the Manitoba area 
compared with, first with Illinois crude 3g ie Rae Ba ot 
Yes, 
Or only with that? 
With that. 
qth that alone? 


No. and 90 cent crude for Regina. 
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And 90 cent crude for Regina? 

90 cent Cutbank crude for Regina. 

Well, now, do you mind if I go back to Chart 1 and see jie 
there is any complication there. Can 1 say; do DT unders 
stand that the .5936 ? 

16S. 

Or just about 6 cents? 

Yes. 

Is the value of Turner Valley crude at the well for the 
Manitoba area as against Illinois crude at 1.15 posted? 
And Qutbank crude at 80 cents. 

And Cutbank crude at 80 cents? 

Phaten sorpen ts 

There are two things which have to be taken into 2ccount? 
wes. 

Du Soe Convcnn and, them Let) me, ,)still-dealing with Chart No. 
pxhibit "140", that .9437? 

Yes. 

Or about 944 cents is the value to your company of Turner 
Valley crude at the well for the Regina area as against 
Cutbank crude at a well price of 80 cents? 

Mew 28) right. 

And those are the only two competing factors there? 
Exactly. 

And then let us look on Chart No. 1, 1.5016 is the value 
to your company of Turner Valley crude for the Calgary 
area as against Cutbank crude at a well price of $1,007 
That is right, that is 48 gravity in all cases. 

48 gravity in all cases? 


Yes. 


Now, without entering into any further discussion about 
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them or questioning you ee them, you might -roceed now 
40; Diovsh up Chart 2? 
THis CHATRE.N: i dare say you 311 understand 
tows Perfectly but I do not 

whe FRawWLuy : Lala anxious that you should. 

TH WHALRE AN Now, there is Chart No. 1 spoken 
of, which is Exhibit "140" and the heading is "Average value 
of Turner Valley crude oil at the well for refining at 
Calgary and Regina refineries". 

WRe FRAWLLY : Nes. 

THE CHATRwAN: Now, that is what is going to be 


shown by this Ch:rt, I take it, when one examines it all? 


MR. FRawLuy: Yes, thet is the purpose of this 
Chart. 
TH: CHATREAN: Turner Valley crude. oil atTurner 


Valley for refining at Calgary and Regina refineries? 

ove) BRA ey 3 Poet cis: Fue. 

THe, CHALKE AN? and toarriversetuwuthater ieure 
for the surnoses of this Chart you find out what Cutbank 
erude and illinois crude can be “ut into Calgary and 
‘eRe Or. 

LPN oot Noy Jiglinois crudesin7o: tire 
Maritoba area and (Cutbank crude into the Regina and Calgary 
area. 

TH: CHALRMAN: Yes, for reasons of carriage charges, 
I suppose you are not considering Illinois erude beyond 


Manitoba? 


Noy sir, sthet is, this line betweea the yellow and the green 
> I - 


4s the economic line dividing the two charts. 


? see? 


TY; CHAIRMAN: The picture then with the colorings 
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of red and green and yellow are to show the zones within 
Which the particular oil under discussion may be advan- 


tageously put on the m-rket? 


MR. FRAWLEY : Yhat is right. 
THis CHAIRMAN: SO you are arriving at the value 


of Turner Valley crude oil to your company in Tyrner Valley? 


That is right. 

Bearing in mind that it cam only be taken to the red and 
green area in your estimation, economically that is, 
bearing in mind that it can be only an economically 
sound thing to take it to the plsces marked red and green, 


the areas marked red and green? 


Well, this picture shows the three areas, Mr. Chairman, 


and.the Digures T have given youssi«s., 
TH": CHALRWAN: ASL understand you, ,Turner 
Valley crude oil cannot be economically brought into the 


yet. low ares, is that right? 


MR SOLAN ¢ hominy on the orean .area.. 

THiu CHALRMAN : Non at On he. er eet. 

biR. NOLAN: Just ante The pink. 

WITNESS : On to-day's prices. 

MR. WOL4N: In other words, these colored 


areas are the districts which these three different 
refineries can economically s:rve and are set up with 
these economic boundaries one as against the other? 
TH: CHalRMAN : Yes. I-observe that we have, 


for example, Cutbank crude at two prices. 


WR. PRAWLAY : “ell, that will have to be 


explained, sir. 


THE Cr: TRAN: I want to get the theory of it, 
the theory on which we are pproctching it. You have el 2 


studied it and understand it but we have note 
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ike NOLAN: Meters, L COULd Ne Lp A little, 
with one observation, may I make it? 

dR. FRAWL.Y : Yess 


MR. NOLAN: These charts are an attempt to 


“go down to the well in the Illinois field and take a barrel 


PigolLooms Oty that well, and pay its way all along the line 
until you get into the ijaritoba market. 

THE CHATRiiaN* Yes. 

eR. NOLAN: inen, when you. .fiadyourse if in 
that Manitoba market, you take an imaginary barrel of 
Turner Valley crude and you come back on the train with 
That Derrel of oil up here to Calgary and you unload it and 
you put it through the pipeline and you go out into the 
field and you find what chee well price has to be at that 
field in Turner Valley to compete with a barrel of Illinois 
crude that was laid down in this Manitoba market, is that 
right, ily. i-cGrath? 

That is right. 

THE CHATHUIAN: Will thet not depend upon how 
far, we are assuming,of course, that the oil is of the same 


gravity in each case? 


Bigs Oe: It has been adjusted to take 
Gare oor Chat .« You Will? e2otice in s7me inst nees 1t 


Only took .65 of @ barrel ‘of Turner Valley.to do the work 
of a barrel of siontana crude. 

TH: CHalRiagd: You are interested in how far 
you can pring the as east and the other west? 

mR. NOLAINS Yes, and thet shows, the veliow, 
how far west you ean economically come with the Illinois 
crude. In other words, the boundary between the yellow 


and the green. 


TH. CHATR:iAN: At any given price. 
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wR. NOLA: at the 1.15 Illinois price, . 
Which is the posted Tiel< price of Lilinois.. 
TH CHAIR: AN: ee 
MR. NOLaN: But taking into consideration 
what encroachment on that xrea might be made by the green 
portion of the map which is being sup»lied by the Cutbank 
crude from Montana Bee se Pe Comes into the sicture toot 


You see, it pushes back the yellow area. 


TH CH. .IRMAN: Yes, 
MR. WOLAN: And it is by reason of the 


pushing east.of the Montana crude and the oushing west of 
the Illinois crude’ that there beeomes a line of: demarkation 
as between those two areas beyond which one or the other 
may not economically go and that is the boundary line 
between the yellow and the green area, and that, of course, 
Poroy Colstant,, On all the charts, because. you will 
Observe that when there is a lowWer price for Montana 

crude, rather, a greater price for Montana crude.... 


AS in thart-2.. 


MR. NOL : . Asin Chart) a, the ereengarea is 


where, it shrinks; you see, the green area shrinks as the 


price of Montana goes up. 


- ERY. PRWLCY: Let me make one statement which 


I think helps too, that on these figures on Cytbank at 
$1.00, I am recding from @hart No. 1, Cutbank at pl.Q0, 
and of Cutbaiuk at 80 cents for Regina, and 1.15 for 
Illinois for Sarnia, the value to the Imperial Oss. OF 
eee Valley crude, if we take in all of the colored area, 
is 1.07; in other words, the crude will stay where it is, 
but the value at the Turner Valley well Lay. oy TS Ove 


WR. NOLAN: That is right, 
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MR. FRawLoy + 1.0755, that is really the result. 
LAPOR LIMP SOTY ¢ in other words, ‘yy. Frawley, 
Turner Valley can compete in the yellow area with Pe a 
Bu wie well at .59367 

MR. FRaWLiy: | quite right. Mp. McGrath S7.yvS 
Pee lowy wort GO him. 1507 if it is eoing toa ‘enter that 
Verricory. 

MaJOR LIPSATT : No, Io Omly ow oilers Lor 
that particular area. 

MR. #RavLoy: for, chev poOrllon wor 10) put, 
you sé€6, it is worth a lot more than they are getting for 
it, it is worth 1.50 for the Calgar area alone, and it all 


evereres Dj) S80 that 1t 1s worth 1.07 at the well if it is 


. going to hold the area which it is now occupyim. 


MAJOR LIPrsntT? : is Ghat having regard to the 
QuantitieS which go’ to these ;jthree refineries? 
Yes. 


Tria wou Juet one? 


ile See os Gan a 
Pie Crees | here. "did you gev, the daily 


barreis, Mir. MeGrathsé 
They are based on the estimated sales for the year 1955, sir, 
LR. NOLan : 1939, you mean? 

Nooo. sur, lam Sorry. 

Tis CHalReusN ; Made by your own company? 


Yes, this just represents our own company's figure. 


MR. FRaWLEY: Those just represent the Imperial, 
Siz. 

TH CHalR:.AN : Quite so. 

TH: CHATR. uN: . “shat would be the effect of a 


greater throughput ‘than you anticipate, a greater sale, 
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you say that is all the markt will absorb and that you 
Will get your share? | 


A Yes, 

Q Your total share of the market, you think? 

A Megs 

Q rAJON GLPSITt ; Et doee not take into account 


the British ‘American figures or anything like that? 

A No, this is the Imperial 011. 
PR. ERs RY NOs. ApS: 1S just Tinpeniabcaa re Ly. 

o parte SHR dy oY: Perhans you can tell us now 
what, you have worked this out as your percentage of the 
market? 

A Nop Lahaye mot, 1 have just taken our estimate, I. have not 
taken the whole market. 

Q You have not taken the whole market, you have not estimated 
the Whole market and taken a percentage of it? 

A No, that is just our own market. 
atl Pight. Wow, r. McGrath, we were leaving Chart 1 now 
and going to Chart 2, and you had covered part of Chart a2, 
you Have told Us that the .6205 is the’ value of Turner 
Valley crude at the well for the .anitoba area as against 
Illinois crude at 1.15 and 90 cents for Cutbank crude at 
Regina, 90 cents? 

A That is right. 

« Wow, the break-down of that, or the oreak-down of it, 
Seubhe building up of it7 

A The detaits of it. 

The details of it are in the second column of Exhibit "146"% 


Oh, ves, at Sarnia, thit is right. 
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do not think we need further analyze it? 
No, it is fundamental, 

Q THE CHATRMAN: The further they go the price 
gets lower? ; 

MR. FRAN LEY : That is right. 

meg MR. FRAWLEY: de will ask Mr. MeGrath about 
that. Now, the next figure is 1.0744 on Chart 2; now, 
Will you tell mé where the break-down of that is? 

‘A hat is the value of one barrel of 48 gravity crude at the 
well for Regine refinery in comparison, in competition with 
Cutbank crude at 90 cents as shown on Exhibit "147". 

For Regina as against Cutbank crude? 


At 90 cents ver barrel at the well. 


(Page 3837 follows.) 
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AS against 90 cents Cutbank crude for Regina. That is ails Ep 
LS ti? it is just those two factors playing together? 
Yes. 

All right, Where 1s the detail of that, Mr. McGrath? 
Exe pata vle7! 

Exhibit "147", the second column? 

YeOss 

DH CH ADREAGN $ Nou say the value, let me) ‘be 
clear as We go along. The vrlue to Imperial means that at 
POG DOL b Wa beyor point may be spoken about, it iS of 
Vive Vane pevaics they can buy it for that from somebody 
else? 

Re. FRAWLGLY: Hey 1 0ut io) this ways It) vou 
oould by taking that last figure of $1.0744 cents and 
Tetete i, DULTIDeE it in all the different ways possible, 
SO\wWwe can understand it. Assume you can buy Cutbank crude 
at 90 cents, then you can afford to pay $1,.0744 for 48 
gravity crude in Turner Vali.ey? 

Yes. 

For 6,586 barrels to serve the Regina territory? 

That, Le ei ehs'. 

Because when you build it up at Regina it is worth so many 
dollars to you. It is worth so mch to you in dollars and 
cents, when you build up 99 cents Cutbank crude at Regina 
ifeus Worth so mich to you? 

Thetis rich t. 

And works out the same? 

Yes. 

They reach the same dollars and cents at the Regina refinery 
starting with 90 cents in Cutbank and pl.0744 

Turner Valley? 


After you adjust for the difference. 
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After you have made all your necessary adjustments? 

Ven. 

SO that without getting inte these variables, or to question 
you about them.....I say, if your company can buy 67586 
barrels daily for its Regina requirements in Cutbank at 
OO eres) then olJ07 “Ys the ‘correct figure? 

that, Vs’ rieht. 

And if you can..ot buy it at 90 cents it throws out the 
Careuracwon, oF course? 

~e have shown ©0, 90 and $1.00. 

To that calculation? 

SS Soe 

well, now, am I right abuut that, I say assuming that the 
~l.07 figure../.on 80 cents it is 94 cents, gding back to 
cert fos Ls 

Yes. 

mmo you could pay 1.07 and a fraction for your Regina 
requirements if you could get it in Cutbank at the well 
for oO cents? 

Pia cos ete ys. 

Ps OO iN ¢ Il wonder af that is the right 


Way or Dutting it. ‘Can’ we pub it this wayr If you were 


‘able to get crude at Turner Valley at $1.07 a barrel you 


could keep out of the Regina market the -‘ontana crude at 


90 cents? 


You could keep it out? 


You could successfully compete with it? 
Tes, ‘you could successfully compete with it. 
That means keeping it out? 

Yes’. 


Does not thet mean keeping it pb? Ff we can get sour) crude 
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at Turner Valley at $1.07 and Cutbank is worth 90 cents? 
Yes. | 

The market still belongs to Turner Valley? 

Wee Lore sini. 

WR. FRAWLAY : there may be all kinds of ways 
VE PUL Ine) Lt. Mr. Cottle, who knows more about it than 
I do, says that Turner Valley crude for their Regina 
requirements at $1.07 and Cutbauk crude for their Regina 
requirements at 9U cents, your laid down refinery cost is 
identical? 

That is right, for the relative products. 

For the products that you want? 

Moe ula u Ase cent 

The Lord forbid we get into that for the moment, eh? Now, 
we have shown the $1,07 om thart No. 2. The next going up 
oe. Sle o0? 

Wess. 

“What is that? 

Tiateesteomadie of 1 barrel of 46 grevity Yurner Valley 
crude at the well of $1.4616 or the equivalent of $1.5016 
Por 4ererayvivy in competition with o1.00 a barre) for 
Cutbank erude for the Caleory refinery. 

Now, perhaps, the obvious question to ask you - it is the 
proper place to deal with it but if it is not defer it 
So jarece ti am concerned, It strikes one as strange you. 
Should be Paes one on a welk price of wyl.00 per barrel 
for your Calgary requirements of 4,657 barrels daily and 
90 cents for your Reginu requirements of 6,586 barrels 
daily. why do you make the differential there? 

If you follow these charts there are three pictures at 


Regina, 80 cents , 90 cents and $1.00, and $1.00 at Calgary. 
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Now, if we continued to run, which we will, Turner Valley 
at Calgary, then it is possible to buy Cutbank crude at 
lower than $1.00. 

Now, welt, say that again... If you continued...... 

(BY TH: RiPORTGR - reading) “A If you follow these 
cherts there-.2re three Sictures at Reginu, 80 cents, 90 
cents and $1.00, and $1.00 at Calge-ry. Now, if we 
continued t5 run, which we will, Turner Valley at Calgary, 
then it is possible to buy Cutbank crude at lower than 
Seo. 

That is Why we put the Regina 3t 80 cents, 90 cents and 


$1.00, to show the three piotures. Lower than $1.00. 


THs CHaiRi al: Are you quite clear, Mr. Frawley? 
MR. FRAWLEY: No. i wondered why I was 


getting into something else. I would have thought there 
Moshe VeCe ror ouubalk Crude, Whatever 1% is, there is 
Sor vce Lor: by 

Yes. 

It d0es not matter to the producer when he “rrives at a 
price with you as to where it is) going, where you are 
takinoai. to Caleary or Regina or KRatamazoo. It is there? 
If theretusno field in Turner Vailey. 

Yea? 

Then we would have brought the supnlies from Cutbenk for 
Ga1s Province. 

Les? 

And we would pay probably »l.00 for it, or tore. 

dhen you say that, is that something you would be able to 
pay or you just would find that to be the price, you mean. 
Th Be aterioait to explain it to the uninformed, is it not? 
The fact of the matter is we have two fields. le 


Yes. 


have one at—Turner Valley and one at Cutbank. 
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Yes? 


Turner Valley is supplying that zone, that suts a surplus 
in the Cutbank market, OCutbank could be bought for Regina 
from 80 cents. to $2.00. . 

You say whet the present known of the industry and the 
known of the field down there is doing, and the surplus 
and so on, you say your company calé buy it at = could 
buy crude in Cutbank at what price? 

We have indications it has been sold as low as 75 cents 
per barrel. ve have put it on the basis of 80. cents, 
90 certs and 91.00 for the guidance of the Commission. 
Bormniey Can vake 10 on the basis you could buy it-at 80 
eents; on the basis you could buy it at 90 cents and on the 
basis you covdd buy it at $1.00? 

het YS rieht. 

ot does different. things in accordance With the orice you 
Start with? 

Yes, 

Naturally. We may want to come back to some of these 
things’. 

TH”. GHAIRMAN: It is purely supposititious. 

ie the price is 60 cents... +. 

iiR. FRAWLLY TE Willi “do so much. “1 wanted 
to question Mr. McGrath..... 

THE CHATRiMI:N: tnd era dollar Ssnd’a “quarver 
something else? 

My ORRAWLIY: Yes. 


} Wil i nes 
CH 2 LRN: In due course will sameone say 


whit, in fact, the srice is? 
Me Weta Ly: Yes, th t is a pertinent 
servation. 


Pee CH RAN: These are very nice calculations. 
: aaet itade ie Pee aa e 


I sun ose someone will show thet they have relation to the 
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actual price. 

Py | BR aw Lay : I wanted to discuss some of these 
Kind of things with Mr. McGrath but I thought we might get 
the charts in and complete the euler eas and we cald 
then go into some generalities? 

Yess. 

Just give it to me again. The doller and a half is the 
value of Turner Valley 46 gravity as against Cutbank 46 at? 
1.00 per barrel, as shown on Exhibit "148", 

For ‘the Calgary are? 

That is right. 

AL ed, . Wow, does that complete chart No. 2? 

It does. 

PWC he ono CMa NO. Os 2xhibit) "142" 

eS 

Do you went to work fron the bottom uw, in that way too? 
een bite 146%, the ther decodiuun - 

Meo Potlspulenmrehimverject. You aré sroceed. to) snow 2S 
tee detei1 or able botton righthand Tigure onvehcors Nay So, 
namely, «6499 

Vere 

There is that figure first, and what is the detail of it. 
Where is the detail of it? 

The detail, it is the equivalent value of 48 gravity crude, 
Turner Veliey crude at the well for the .anitoba area in 
competition with Illinois crude at 1.15 per b=rrel at the 
MeL. Exhibit "146". 

In all of.these charts you are making Turner Valley compete 


in the “Manitoba area with Illinois crude. jnen 1 say 


making it compete, your calculations are worked out on the 


basis of having Tumer Valley compete for the tianitoba area 
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against Illinois erude? 

iat 18; rient. 

Just tell me why this »riee runs from - or the value to Vour 
company of Turner Valley crude for she Manitoba area ranges 
from 59 cents in Ghart No. 1 to 62 cents in Chart No. 2 

and 64 cents in Chart No. 3? 

it is tne effect of the 80 cent and 30 cent crude at Regina, 
At Regina? 

Yes. It moves the line. 

It is the Turner Valley crude as against the Illinois crude 
in all instances with the Manitoba area but the variation 

is brought about because of the other competing factor, 
putting assumed prices on Outbank crude serving Regina? 
That is: right. 

Now, the next figure is $1.2060 and that is what? 

That is the equivalent value of 48 gravity crude at the well 
for the Regina refinery in competition with Cutbank crude 

at $1.00 ver barrel. 

Yes. what is the other figure which alw:ys remains the same? 
navy is shown in. exhibit "147." 

That is the last figure, the detail of $1.20 on Bxhibit..... 
"147", 

Now, the $1.5016 is tne value of Turner Valley 48 gravity 

at the weld, Fow ..---s 

Calgary. 

For the Calgary area as against Cutbank? 

Cutbank at $1.00 per barrel. That is on Exhibit "148", 

That figure of $1.5016 is the same on all the charts, 
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Turner Valley erude for the Calgary area, and is shown 
throughout at $1.00°a barrel? 
That is right. 3 
The Cutbank crude you shed eoupeting sgainst Turner Valley 
crude for the Regina requirements ait 80 cents and 90 cents? 
andro). 00. 
bach, tor Regina, you sisw it at pieeumES f2 sures? 
yes. That is the one we have just finished, Chart 3, 80 
cents, 90 cents and 1.00. | 
4ai% now, You do not find that all on Chart 3, “yp. McGrath. 
I see now that the Cutbank crude you wished to canpete with 
furner Valley crude for Regina requirements is what, the 
well price. Cutbank crude? 
Regina? 
For Regina, to cpmpete agszinst Turner Valley crude? 
Chart No. 1 it is 80 cents, and Chart No. 2 it is 90 cents a 
barrel and on Chart No. 3, $1.00 a barrel. 
Yes, I misunderstood you. That is shown on the three charts 
and not on Chart 3, as I understood you a minute ago? 
iat es ‘rights 
Will you exnlain the commutation in the rirhthand corner of 
Chartene. (OS) .xhibry "aden? 
In the Manitoba area it requires 2,649 barrels per day of 
ee Vel ley crude. Th:t is how much it@would take to 
Supply that area. 


Yes? 


‘Then the average value of 48 gravity crude at the well for 


that area is 6499 or approximately 65 cents per barrel. 


I ivi into: zones, “You 
Now, divide that into zones, that area in Z 


will observe the righthand side there is 556 barréls a day. 
That is the first zone east of the Regina line. That is 


worth 98 cents. The next zone is 356 barrels worth 75 cents. 
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The next is 73 cents, the next is 73 cents, the next is 73 
cents, the next is 68 cents. Then you get down to less than 
Poy.cenvs, only worth 13 cents). As you get closer to Sarnia 
the erude gets of less value. | 

It is only on Chart 3 you broke down that price? 

Yes. 

The same thing, I suppose, applies to them aL se DAG you 
just did it on the one? 

Yes to avlustrate. 

JUST yuoexpiabn the ediputation in a little more detail? 
Yes, 

You really did not do it to make it more confusing? 

Doe tea why) dvd no t's 

The same thing, I suppose,.anolies to the figure which is 
Found bY looking at Chart 3 again, 1.2060, and that also 

Mev anyevera se), LL OULE AU esse. « 

At Regina, 

That is at Regina? 

That #8 4b Regine, That 1s for’ ’..you see, you are changing 
refineries theres You are changing from Sarnia and we 
have taken the Manitoba area. 

What you mean is the gasoline comes up from Sarnia to Fort 
William and it goes to Winnipeg. But you start to market 

it all the way from Fort William to Winnipeg? 

PneaGryis rien. 

And there is a noint in there about Kenora you begin to 
Merket the first of it? 

That is right. 

The first of it from the Regina end, and that is the situation, 


the first of it from the Sarnia end and the les, or 1% fren 


the Regina end? 


eat ts right. 
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Now, are you finished with your figurations? 


Charts Nos. 4, 5.and ‘6, 
de had better take them one by one and mark them. “le have 


Hokiegot them in yet. uhatiis Chart No. 4? 


This same situation for Sarnia, Regina and Calgary - 


has been sh-wn at 91.30 ser barrel, which is the »sosted orice. 


fell us what it is and we will mark it as an Zxhibit? 

ft is the average value Turner Valley crude at the well for 
refining at Calgary and Regina refineries in competition 
with Cutbank crude, 80 cents a barrel for Regina and 
Tilinois crude at $1.15 a barrel at Sarnia, and using the 
Turner Valley well price of $1.30 per barrel for 48 gravity 
refined at Calgary. 


(CHaRT IN QUESTION IS 
NOW MARKED EXHIBIT 149". } 


Will you tell us now, :ir. :icGrath, what you said a moment 
ago? Explain this Chart? 

Wo. 4 is the average value of Turner Valley crude at the 
well for refining at Calgary and Regina refineries in 
commetition with Cutbank crude at 80 cents ner barrel for 
Regina and I]linots crude.at $1.15 per barrel for Sarnia, 
using the Turner Valley well price of $1.30 per barrel for 
46 eravity, refined at Calgary. It is just to show the 
picture based on to-day's baSLS of Well orieces. 

It is a computation, Mr. McGrath, based upon the actual 
present posted ficld prices in Turner Valley of 48 gravity? 
For Calgary. 

You take thet for Calgary. It is the posted pri ce? 

Yes. 

#).30 is the posted price an’ 48 gravity Turner Valley 
erude now? 


That is right. 
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GQ Wherever it goes? 

A Tess. net Ws) the average posted price. 

.) It is the nosted vrice? 

A That is to-day's posted price. 

Q That is right. To-day's posted -rice. But you say in this 
calculation you are taking it for the Calgary . requirements 
only? 

A Yes. 

G for the Calgary requirements only. But it is done on a 
different bisis altogethér , is it not? You start with 
the posted price? 

A That is right. 

Q@ Why have you done this Chart No. 4°? 

A Just to give you the picture assuming that you wish to look 
at. it from to-day'’s posted prices, that is for Calgary. 

Q Tn a «ord, how does it work out. What is this $1.01? 

A On Noy 47 

Q Un No. 4, yes. 

TH CHATRIIAN : Did you say ei,O0l yon Now A? 
b:R. FRAWLEY: Yes, at the very bottom. 
Drain RAT BR aid * Og he Sk 

Q MR. FRAWLEY: Wha bis thet. S1.017 

da That is the average value of Turner Valley crude at the 
well for refining at Calgary and Regina refineries in 
competition with 80 cents per barrel for Cutbank crude 
at Regina and $1.15 a barrel for Illinois crude at Sarnia, 
using for the Calgary refincury $1.30 per barrel, to-day's 
posted price. 

Q Then it means this, that if you sre paying $1.50 for your 


Calgary requirements in Turner Valley and you are paying 


80 cents for the Regina requirements at Cutban 


your Manitoba requirements in the Tliinois field? 
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Yess 

THENPYOU?COULG afford to pay, or the. value to you of 
Turner Valley crude, over all of that area, would be $1.01? 
Thate iss rteht. 

imyotners words, you could pay gl.0l.and still serve the 
red, green and yellow areas and meet the competition of 
Cutbank crude at 80 cents, and Illinois crude competition 
at $1.15? 

4nd pay gl.30 for your Calgary requirements. 

That is right, Although Charts Nos. 1, 2 and 3 show Calgary 
in competition with Montana crude at $1.00 as worth $1.5014? 
MR. COMMISSTONGR LIPSLT?T: Is that right? You can pay 
$1.30 at Calgary and $1.01 other places? 

MR. FRAWLSY: | No. He could only pay $1.02 


fClrn MukiG “Skat 


WRG VubooLONGR Giron You said to Aim he Stidd could 


pay $1.50. 

RY. FRAWLEY I was not -utting that to him 
correctly at all. faving $1.0) for ald. Turner Valley 
erude serving into the Calgary area, the Regina area and 
the Manitoba area,paying $1.01: for all of that, it is 
worth about 59 cents as against Ijlinois crude at $1.15? 
That is right. 

and 94 cents as against 80 cents with Cutbank crude and 
@1,.50 for your Calgary requirenents? 

Mee. 

It is certainly putt ng it in on its various angles. 
That is the purpose of that, Mr. Frawley. 

You haven't any particular figuration of this, have you? 


No. 


I mean, no detail on that? 


Noe 
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Will you give us 5 ana 6 now? 

Yes. . 

Better tell us about this, °%. deGrath, Will you take your 
axhibits "146", "147" and "148" end show us where they do 
show the detail for Chart -4? 

Mr. Frawley; if you refer to Bxhivits "146" "147" and 
"148", it shows the Chart numbers right on the top at the 
head of the statements, 

es, “Ihst is true. 1 just wanted vou to say S04 aout 
Will be on the record? 

Yes, it shows right there. 
Thit is all right. “loa, then, Chart 5. Deseribe it first 
and werwill mark it? 

nents WoO. oS Ve une average vilue of Turner ‘Valley crude’ at 
the well for refining at Celgary and Regina refineries in 
eompetition with Cutbank crude at 90 cents per barrel for 
Pecide and i7/hinols ‘erude at a well price of yl. 15 per’ 
barrel for Sarnia, and using the Turner Valley well price 
of $1.30 for 48 gravity crude, refined at Calgary. 

Mier esther No. © and that - will “pe: Bxhnivit..34 


(CHaRT IN QUESTION IS 
NO® VMcARED EXHIBIT 150". } 


Chart No. 5 would appear to be exactly the same as Chart 
No. 4 in every particular except that you t>ke now a well 
price of Cutbank crude of 90 cents in Chart No. 5 and you 


Hele a sell. srice of B80, cents for Cubbeank erude in Chara 
No. 4? 

For Regina. 

Por Reeina: 

Phat is right. 

myd it works out that $1.0120 in Chart 4 peeomes in Chart 
5, $1.0762? | 


That is right. 
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Because of the Komen: increase in price at. the well for 
Cutbank crude for ‘Regina? 

Thay Ws rien t. 

Chart No. 6? 

Chapt Von 6 28 the averzge value of Turner Valley crude at 
we Well Tor refining at Calgary and Regina refincries 

in competition with Cutbank crude with a well -rice of 
@1;00 ver barrel for Regina, and ijilinois crude at a well 
price of $1.15 per barrel for Sarnia, using Turner Valley 
well price of $1.30 per barrel for 48 gravity crude, 
refined at Calgary. 


(CHART IN gUSTION IS 
WO. MaRKED EXHIBIT "151". ) 


NOW yer. “eGrath, it nye that Chart No. € is identical 
with Chart No. 4 and No. 5, excent that in Chart No. 6 

you show @ well price at Cutbank of $1.0C as against a wekl 
Price on (Chant Now (5 om 90. cents end a well price in Chart 
Ne. 4 of SO cents for Regina’ 

Wes. 

4nd it works out then that you could afford to pay $1.1357 
for 48 gravity erude to serve the Calg#ry, Regina and 
Manitoba »reas, because the value to you for the sa@nitoba 
area is .6499 a barrel, as ageiast Tliinois crude at $1.15? 
Yes. 

And the value of Turner Valley crude serving Kegina, 
becomes S1.2060 as against Cutbank erude at $1.00 for 
Repina, using , as you have said, the. oresent nosted orice 


on 48 gravity eride.of.¢),60dn Porner Valley’ 


That is right. 
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New that finishes all the charts? 
Yes. 
Well now Lir. licGrath, will you tell us something about 
the Cutbank prices, we will take Exhibit "145" which 
you filed this morning? 
Yes. 
At page 42 shows the crude oil markets? 
Yese 
Pages 42 and 43? 
Yes. 
what are the posted, is there usposted field price 
there for Cutbank crude? 
No, I do not see it showu here, hire Frawley. 
No, I think we looked at it before, there is no 
posted field price, there is not any posted field 
price in this National Petroleum News of the 25th 
of January, 19¢9 for Cutbank crude? 
Not that I can see. 
Do you know if the postings for Cutbank crude were 
withdrawn, and if so when? 
Well formerly, J do not remember the date, but some 
time ago they were reported in that magazine, the 
Netionet- Petroleum news. 
Mir, Huff suggests they were withdrawn on the L6th of 
November, 1957? 


Yes. 


That was about the time that your company began to 


abandon its importations of Cutvank crude.into Alberta? 


Yes. 
Well then what is the situation then so far as this 
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Coimission is concerned, Mir. McGrath, about the 
Cutbank price, the availeble quantities and the 
price at which they can be Obtained, your com~ 
pany's requirements rather can be obtained? 

A Well as I mentioned before crude oil is being sold 
I believe, we know, at 75 cents per barrel, as low 
as 75 cents per barrel. Now as I understand abs 
Cutbank crude is prorated to about 25% and it ia 
evidently, there would be plenty of crude available 
if we wish to buy it. 

Q when you say prorated so there may be no misunder- 
Standing, you mean prorated to the market? 

A Yes. 

Q Purely on account of market requirements? 

I do not Know that, I only know it is prorated to 
25%. 

Q As the chairman indicated this morning, iir. McGrath, 
it is important to know what the fuct is about this 
Cutbank crude?. .--— | 

i “Well the fact to be determined by, when you purchase 
Cutbank crude, Mr. Frawley, all we can take at the 
present time are ind ications. Now there is snmmething 
which has happened in the last few nenths with resp ect 
to the cruds oil price throughout the States, they 
have been reduced, so consequently Montana is going to 
feel the effect of it, it is likely going back into 
the Montana area and further pushing the crude back. 

Q The hiontana price of crude is affected by the price 
in wyoming? 


4 z presume so. 


2 
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Q And the Wyoming in turn is affected by the price of 
Mid-Gontinent and probably this Illinois crude, in 
other words you say cach crude field igs dependent 
upon the other in the matter of eee 

A They are competitive, that is my observation of them. 

Q Well can you tell us, what we want to know 18. you 
require 6134 barrels daily for the kegina territory, 
now then, that is a little confusing, Mr. McGrath, 
there is nothing constant about these requirements? 

A No, because the territory changes. 

Q Let us take it to the existing thing, that will be 


Crotwuentos . 18 2t not? 


A All right. 

Qa would it not be? 

A Chart Noe l. 

Q I mean have you a map showing the present Turner Valley, 
the present situation with respect to the movement of 
Furner Valley crude? 

A Wo, I have note 

Q You have not got that? 

A No. 

Q Ka of the lst of January, 193897 

4 No. 


Q Or during the year 1938? 


A No, I have not got that. 


If we had that I could ask you some questions with 


& 


respest to, well lst us take whet we have, Chart No. l, 


Exhibit "140", you require 6875 barrels daily for 
your Regina territory? 


A That iS S05 
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Under Chart No. 1? 
Yese 


Now if your company decided to supply that refinery 


-at Regina from the Cutbank field, they would have to 


go down into Cutbank and make a contract for the 
Supplying of 6875 barrels daily? 

Rhett: Is right . 

Now are you able to say, have you got, are you suf- 
ficiently informed about it, to know what price they 
would have to pay for it if they actually went down 

ind mage, arrived at a policy and went down to buy the 
crude? 

in the best judgment of our officials, it is that it 
can be bought for something lower than 95 cents. Now 
that is through experience and dealing in the crude oil 
market and knowing the factors that «effect those markets. 
Don't you think that there is a likelihood that if tre 
Imperial Oil should change its policy and began to sup= 
ply its Regina refinery from Cutbank, reverse its whole 
policy? 

Yes. 

And went down there and bought these large quantities of 
crude, that that would stiffen the market? 

Not when there is an abundance supply, Mr. Frawley. 

Now that assumes an abundance of supply? 

Yes. 

Your information, and to be frank with mo, Li Laxan= 
formation which has been given to you by other people? 


Yes. 
Is that thore is an abundance of supply? 
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Yes. 

There is leore + crude that anybody can go in and buy, 
there is loose crude that anybody can go in and buy? 

Vhe the r it is loose crude or whether it is a matter of 
Been a up wells, I do not know. 

You do not know whether it is now being produced and 
stored? 

No I do not know.. 

You do not know what the storage situation ig there, in 
respect of the Cutbank fields today? 

Ne. 

I suppose tho way to find that out would be to get 

some State officials and get the figures from them? 

I imagine so. 

Bring them up here? 

it imagine so or send someone appointed by the Commission 
down to investigate what the situation ig but the proof 
of the thing is when you buy tre crude, that is the only 
time you can definitely determine what it is costing you. 
But you said a moment ago, you did not dispute the sug- 
gestion if you went in there with a buying policy of 
that size, that it would tend to firm the market, would 
it not? 

Not when there is an abundance of supply, aire Frawley. 


No, that is what you say, you say if there is an abun- 


dance of supply? 


Yes. 
Then frankly you stop sosewhere there, don't you, so far 


as your own knowledge is concerned? 


Yes, that is right. 
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Q 7 mean I do not want to pwsh you too far because 
after all we want to juet get what the facts are? 


A Yes. 


ce) 


Well now then so much for that, it doesn't leave it 
very satisfactorily but we will have to see what we 
can do about that for the Commission. Now at the 
moment, today and tomorrow und every day, the 

Turner Valley crude is occupying these three areas 
pictured red, green and yellow? 

A That is right. 

dnd all that you have done for us today is to show us 
what the mathematics of the situation show, what the 
values .buome, taking, having in mind these posted 


prices, these posted well prices? 


A Yes, and today's conditions. 
Q You mean estimating your 1939 requirements? 
A Yes, and today's conditions in the Tllincis field and 


today's prices. 

Well today's price? 
Yes. 

That is what I said? 


Yes. 


& 3S 2 as 


Based upon these various well. prices, various posted 
prices or buying prices? 

Yes. 

Buying prices? 

Yes. 


Tn the Cutbank and Illinois fieids? 


Yese 
show what you 
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Then your charts and your computat 2ons 
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might call the "hard economics of the situation" 

dema nd? | 

Yese 

And where the crude should move, having in mind these 
buying prices? 

Not exactly where the crude should move, Mr. Frawley, 
it is what we can afford to pay. 

Yes, just that? 

Yese 

what you can afford to pay, what you can afford to pay, 
that 1s a good way of putting it. Now toiay the crude 
is moving, it is moving to these, to the whole of the 
Western Canadian market? 

Yes. 

Turner Valley crude now controls and commands the whole 


Western Canadian market to a point about Kenora, Ontaric? 


Yese 


And we are concerned here as you know, just one phase of 
our inguiry, namely the probability of a continued 
throughput through the Royalite 0il,Company's pipeline 
comparable to the 1948 throughput of some 5% million 
barrels, I keep forgetting those figures all the time. 
Re NOLAN: 6 million barrels. 


MRe FRAWLIY: Some 6 million barrels that tle 


Royalite enjcyed last ysar as the throughput? 


Yese 


And that is the problem we are endeavouring to solve 
at the moment? 


Yes. 
Whether or not there is goo¢c evidence upon it, to cmie to 
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a conclusion that there will be a diminution of that 
throughput in 1949? 
Yes. 
That is our problem? 
Yes. 
Your charts would indicate that if all other consider= 
ations were put aside and as I said this morning if 
full effect were given to the factors indicated by your 
evidence, then a certain amount of Turner Valley crude 


will be backed up? 


That depends upon the producers, iir. Frawley. 


No, let us take it one at , time, all other consider- 
ations set aside? 

Y6Se 

Ue es: play was given to vhe factors which you have 
taken into consideration and which you have discussed? 
Yes. 

Then the crude would be backed up, would it not, I pre~ 
sume ? | 

Well it depends where the producers wish their crude 
tO gO. 

That is the next thing? 

Yes. 

Theat was the very next thing in my mind, the producers 
could say "we will take right down to a cent 4 barrel" 
and if they said that then the crude gould continue 

to flow just as it is, couldn't it? 

Yes. 


Because you have givena figure of 18 cents or 14 cents? 


Yes. 
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Q The producer in Turner Valley would have to take 14 
cents for that last part of the crude, 13.92 cents? 


Yes. 


> 


Q@ And if the producers in Turner Valley were willing to 
take 14 cents for these 513 barrels which went to the 
extreme eastern end of our present market then the 
situation would stay just as it is? 

A That is right. 

Right now they are taking--- 
Veluwe wit owaligny that, thet is providing Illinois 
crude remains at $1.15 a barrel. 

Q Yese 
If there is a reduccddion.. in price there then it will 
change the picture. 

And the other Cutbank prices tco? 
Yes. 

Q But sticking to your evidence,entirely sticking to what 
you say here, and taking the figures from your Chart 
No. 3, if the Turner Valley producers were willing to 
take about 14 cents per barrel for these last 513 bare 
rels that move to the far end of that present market, 
then the situaticn would remain just as it is? 

A hat te right. 

Q And there would be no change in the market structure 


and the throughput, at least sof r as the Lilinoias 


crude threat was concerned, it would be removed inso- 


far as any loss to the throughput of the Royalite Oil 
Company was concerned? 

A That is based on 41-15 per barrel. 
Yes, yes, always? | 
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Always based on what you say, the minute it goes below 


that it changes, if the Illinois price goes to $1.00; 
you would have to go back to Toranto and make out a 
whole lot more? 

That is it. 

So that is one factor, now--- 

THE CHA IRWAN: Before you go to another phase 


of this, we ight give the witness a rest. 
(A FIVE MINUTE ADJOURNMEME WAS HERE TAKEN ) 


MR. FRAWLEY: Now before I leave the Illinois 


crude, you, say this is based, all your calculations sre 


based upon buying this quantity of crude in Illinois at 


($1.l52 


DHS vies aie ht... 

Now, Mire McGrath, I do not suppose that you know, perhaps, 
a great deal about the Illinois field, certainly from the 
engineering or geological end of it? 

Ne. 

E want to sall your attention to two statements in the 
O11 and Gas Journal--- 

THE CHAIRMAN: Mr. Frawley, before you go to 
that I wonder if I may, E presume it will be established 
that you can buy Illinois crude at Sekot 

We are baying Illinois crude at $1.15. 

Yuu ave buying at G1.157 


Yes. 
And you have been able to do that for how long? 


LT don't peniee Nar when it started but it was some time 


towards the end of last year. 
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8 Towards the end of? 
1988. 
And that has permitted of you economically taking that 
orude a certain distance ijest to encroach upon the 
Turner Valley products, is that right? 

A Well to mect that. 

ra) Yes, it permitted of you using, putting your refined 
products into Manitoba where you originally would put 
the refined products from the Turner Valley crude? 

A That is right. 

Q MR. FRAWLIY: Let us understand that, there 
has been no physical change? 

A No. 
This is all figured on paper at the moment? 

A But we are buying Illinois--= 
THS Cia IR Ad: I am trying to get it away from 
paper now. 
MR. FRAWLEY: All right then. 

Q THE CHAIRMAN: I take it all this evidence 


points to this, that besause cil which comes from the 


Pee note OL krveia® 


A Yes. 


Q Goes further west and so replaces a certain amount of 


furner Valley products? 
A That is right. 
Which would have beem refined in Calgary or Regina as tle 
Case may be? 
A: That is right. 
a Is that right? 
A Yese 
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All vight, do any of these figures show or are you 
able ts show t what extent this has been accen- 
plished, to what extent thore has been a reduction 


in the barrelage from Turner Valley, that you will 


require? 
MRe FRAWLEY: I think I can clear that up. 
wRe FRAWLIY: wre MecGrath, there has not 


been e single barrel of Turner Valley crude taken away 
from any part of our Menitob. market today? 

No. 

When I say crude I mean in the form of refined produc ts? 
No. 

There has not been a single barrel of crude translated in- 
to refined products at Sarnia enter the isanitoba market, 
in fact? 

THs CHALKwAN: That is what IL wanted to know. 
During this year, during the crop period we did have to 
move some into Lianitoba. 

You mean last year? 

Lest year, yes. 

Last year? 

gt the present time we are going into that area. 

At the present time you are what? 


We are going into that grea. 


At the present time there is some crude, some gasoline, 
some refined products physically, actually moving int® 
the Manitecba markets? 

Yes. 

How does it get there? 


From Kegina-. 
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be 


From Regina? 

From the Regina Refinery, this is Turner Valley we 
are speaking of now. 

HO; Ler inore erties 

Illinois orude? 

Yes, Illinois crude from Sarnia. 


fam not certain right at the present time, hir. 


Frawley. I believe it is all Turner Valley in that area 


now and it is a question of whether the price will be 
reduced, the Turner Valley price will be reduced to 

take in that area or whether we will have to put Illinois 
crude in. 

Io am following up the Chairman's question, let us get to 
the actual facts today, as of the 7th day of Februay , 
1939? 

Yes. 

The people of Manitoba.are using some Imperial prodwts? 
Yes. 

All right. Now where is that gasoline coming from that 
the people in Winnipeg today are putting into their 
cars, the Imperial stuff? 

From Regina. 

From Regina? 

Yes. 

That is what we have all understood? 

Yes. 

None of it from Sarnia? 


Noe 
There has not been a drop of Sarnia refined products 


entered the winnipeg market for 4 good many months? 
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Well as I said during the crop period we ran short 
of gasoline and we had to aove, we had to get it 

in qgvickly. 

And what did you do? 

We moved gasoline from Fort William into the Manitoba 
mar ket. 

You moved some Sarnia gasoline from your Fort William 
storage into Manitoba? 

Yes. 

During the Grop season? 

Yese 

But that is of no value to this Commi gsion? 

Noe 

In ascertaining what the facts are? 

Noe 

So outside of that emergency movement last fell, it 
hes been a good many months since any Sarnia gasoline 
went into any part of the yellow area on your map? 
To the best of my Knowledge, yes. 

You are in the manufacturing department? 

YeB~ 

But if the marketing people were here, we can pretty 
well take it forgranted that the physical fact is 


that the lanitoba market is now being served by Turmer 


Valley crude? 


That is right. 


So that at the moment the Illinois. crude has not been 
translated into the actual, into an actuality, so far 
as western Canada is coneerned? 


No, we are awaiting developments. 
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You are awaiting developments? 
Yes. 
And as you Said a moment ago, this ig only your figure. 
as to what, shall I say again, what the mathematiag of 
the situation would seem to require? 
That is right. 
One of the things which I have touched on ana passed 
was the point of view of the Turner Valley producers, 
if he chooses to take as little as 14 cents a barrel for 
avery small, an almost infinitesimal portion of his 
crude, he could still, notwithstanding the threat of 
the [Tilinois crude at $1.15, he 6o0uld ptill hold all 
of the Manitoba market? 
Trat is right. 


Now then the other thing is assuming that the Turner 


Valley producer does not want to touch it at all, that he 


wants to hold what he has, your company still cs a 
matter of policy,has to decide that it is going to bring 
American crudo into iWestern Canada, doesn't it? 

I: didn't just understand your question. 

I say that the crude has not moved in yet? 

No. , 

Tt has moved into your Sarnie refinery? 

That is right. 

And it is going out into the Ontario mar ket? 

That is right. 

In a small part? 

Yes. 


The Ontario market is still being served in large parts 


with Mid-Continent orud 6? 


Yes. 
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And it still remains for your company to decide, 

your Board of Directors to decide--- 

THE CHAIRMAN: , We ae heard a great deal 
about "iiid-Continent", what do you mean when you speak 
of that? 

Oklahoma, Kansas, down there. 

biRe FRAWLEY: Louis tian? 

I do not know about Louisiana. 

Parts of Texas? 

Yes. 

And I say that your company has still to decide, as a 
matter of policy, that it will in fact, as distinguished 
from what your figures show en paper, that it will in 
fast displace the gasoline refined in Regina and now 
serving the ‘/innipeg market. that gascline made in 
Sarnia refined from Illinois crude--- 

They have to decide that. 

Yes, yes, that is » facte They have to decide it? 
Yes. \ 

After all the third assistant manketi tia manager is not 
going to send Sarnia gasoline into Winnipeg? 

No. 

Mr. Halverson, mr- LeSueur and Mr. Smith have to de- 
cide as a matter of policy that the Turner Valley made 
gasoline is going to be displaced in Winnipeg? 

Yes. 

And until that important, I would call it an important 


decision is. made the situation will remain as it ia? 


It is the policy right now, Mr- Frawley, because Illinois 


crude is moving into Sarnia at those prices. 
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Q 4t Sarnia it is moving in? 
Yes. 

Q It is moving into Sarnia but the American crude 
at the moment ig not in \Wfestern Canada except what 
the Texas Company brings ih? 

A Mhes 28 vie ht. 

Q And the small bit that I think the North Star brings 
in in Winnipeg, no, I @o not think even the Nath 
Star, that is Turner Valley crude too, is it not? 

A I do not know but this is the point, this Illinois 
Situation is before us at the present time. 

a It is before you, you say it is on you now? 

A Y3s, it is right on us now. 

Q But you actually have displaced, isid-Continent crude 
has been displaced at Sarnia now? 

A That is right. 

Q But the people of Ontario have been burning American 
crude for years? 

A That LB fight. 

Q But up here we Ge not, the people of Western Canada 
are burning Turner Valley crude? 

A Yes. 

Q Sc I put it to you that there is , question of pelicy 
involved? 


A That is right. 


Q A serious policy, now you know what your company did 


! 


wheh Turner Valley crude came in, they left the Montana 
erade in the crude oil field, didn't trey? 

A That is right. 

And to. their credit they used Turner Valley crude ex- 


clusively and they are now using Turner Valley crude 
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exclusively right through to about Kenora, Ontario? 
A That is right. 
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James MeGrath. sOGoo= 
Ci, I suggest to you that it requires a considerable change 


of policy on the part of your! Company ee displace the 
Alberta crude with American crude A We SHOEn Ganadar: 
You vould acree with me wouldn't you? 

A LOO NOG) AeSue s sis 6 | 


You said in your position you figured out these things 


O 


and the mathematics of them as you say, ané it would 
indicate that Turner Valley orude would be displaced in 
“winnipeg end that Illinois crude should be going in 
there? 

A Unless the Tarner Valley crude will meet the Illinois 
PEice. 

Q That is right. But if it does not:it has got to be backed 
upe That is true you say? 

A That is true. 

Q fllinois crude should; as soon as the boats start moving - 
nothing can be done till the breek-up of Lake Superior anyway 


I suppose? 


b NO. 
a Whenever the boats start moving agains..s.. 
A That is not a fact. You have to start providing stock 


now in the Refinery. You have to build up your stock 


whether it moves or note 


&) 


All right, take it as of now. ‘hat I am trying to draw 
the distinction between the conclusion you come to in 
your position on these various turns, based on these 
various posted prices - the distinction betwven that 
situation and the situation which faces the directors 
of the Imperial Oil Limited in displacing the Alberta 
crude in Vlestert. Conade « Is there a distinction 
or are the two things equal? Is there a distinction 


or does it notmelly follow because you found it out 
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James licGrath. oe 


particularly that Turner Va ley crude should be 
displaced in “/innipeg that it thereupon will in the 
final effect be displaced? 

A You cannot say it will be displaced. You cannot say 


it vill be displaced. 


q Because the Imperial O11 may say we are not going to 
displace it until the benk account begins holloring 
much more than it is at the moment* 

A Oh no. 


Q, Explein it than? 
A It has to be displaced unless Turner Valley crude 
meets that competition. 


You sey it. has to. That is to sey there is no "if" 


Q 
&8t all? 
A Yes. 
G You say it has to be® 
4 Yese 
Q You say that the dollars and cents won't permit anything 


else? 
A That is right. 
Q But that it should be displaced? 
4 Yes. | 
Q Assuming the Turner Valley producers are not willing to 


run it down to 14 cents a barrel? 


4 Yes. 

& Then there is no distinction. J1t is not a matter of 
the serious policy chosen by your Compe ny thet this 
crude should be displaced? 

A Wo, it is based on fact Mr. Frawley. 

Q I know it is based on fact. That is what 1 was trying 


to convey. Then it does not need to be brought before 
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the Board of Directors of your Company at all? 

A I do not know of any majer change that is not brought 
before the Bosrd of Directors, Mr. Frawley. 

Q. But when it is brought before the Board of Directors 
then it is just an automatic decision? Your figures 
are submitted and it is what the cold @cunomics show 
must happen and then a decision is made to push back 
the Turner Valley crude and let the Sarnia crude come 
into Jinnipeg. Is that what happens‘ 

4 Iam not a director. I have not sat in at a directors' 
meeting and I cannot tell you. 

@ You say there is no distinction. You say the facts 
demand that? Vill that happen? Must this Commission 
es that is Lone happen ioe or less automatically? 

A | Yell I answered your question, ir Frawley this way, 
unless Turner Valley meets that price we have no alter- 
native but to put Illinois srude in there. 

Q I am taking something like public opinion and those 
kind of things? 

A ‘Re Ke) not Know about public opinion. | 

Q I take it from you that is of no particular importance? 
That is, what you describe as the facts demand it, that 
is what is going to happen is that right? 

A ‘ellI think I have answered your question the best way 
I know how. If the Turner Valley producers do not wish 


to take a price that low for their crude oil, then we 
have no alternative than to put the Illinois crude in. 


I do not think we have any alternative. It is straight 


business. 


Q It is a straight business proposition’? 
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James McGrath. nee ee 

Q It will happen just as sure as recone is Wednesday, 
if these Turner Valley producers ore cone down in 
their price of erude as shown by your OheEe. the Se 
crude, will in fact, in about the month of April or 
May, be making its appearance in She winnie mera 
and be sold to the consumers in Manitoba’? 

4 Yes, I would say that is a fact, from my knowledge of 
the business, that is a fact. 

Q THE CHAIRMAN: | All right, we will assume 
that with you. How far can you economically bring up 
the Illinois product vest, to compete with Turner Valley 
at its present prices? I daresay you could notcome into 
Calgary? 

A No sir. 

Q How far could you come? 

I do not know, Mr. Chairman, it will be somewhere \est 


of the present line between Manitoba and Regina. 


ie 


MR. FRAVLSY: ) Haven't you got that figured 
out in one of these charts? 

4 No, I have not. 

THE CHAIRMAN: That surely is the purpose 
in doing some figuring, to find out how far ‘est you 

can come and how many barrels that means. 

MR. NOLAN: You have to take the Montana 
Situation into Rea nt You cannot just say there are two 
oil fields, Turner Valley and Illinois, because there is a 


third. 


THE GHATRMAN: Yes. Now the third is not 


new as I uné@erstand it. The third has been here all the 


time? 


Mz. NOLAN: $ It was in and was kicked out. 
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James McGrath. 
THE CHAIRMAN: Yass 
MR. NOLAN: | It is out now. 
TH? -CHALRI-ANs Yes. 

&% Pte FRGVLAY $ why are you bringing 2% 
wack ine”. that is a little disturbing to me. ‘why 
are you bringing the Cutbank field back in? 

G. THE CHAIRIGN: Perhaps we might find 
out first of all why it vam kicked out. was it semtiment 
On your pert or were you still standing on this . 
business policy of buying in the cheapest market, that 
you heve been mentioning to Mr. Frawley. Cutbank went 
Cute / UY? 

A Because Turner Valley came in. 

2) Yes, why? Because you bought at a better price? 

A Re HOUSING at a prices... 


That permitted of you throwing out the Cutbank? 


A aquivalent to the Cutbank. 


a) #economically sound to do it? 

4 Yese 

Q No sentiment about thet’ 

4 Yes. 

% Just as there will be no sentiment about bringing 


Illinois “est as far as you oan‘ 


A No. 

Q As far as it is economicelly sound to do it® 

A Yes. 

Q And quite right. But I am asking you hov far vest 


can you bring it? Suppose you want to bring it all 


you can. ‘“Jhat does it meen in barrels, because we 


are interested in barrels nov, going through a pipe 


line? 
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James MeGrath. 
A Well, the present price of 51.30 a barrel for 48 


gravity will not reach Regina in competition with 


Cutbenk crude. 


Q- This is Cutbank again. 
tre Pos Le You say the present price.... 
THY CHA TAMEM You say, as I understand you, 


ily. licGrath, if I may interject Mir. Frawley while it is 
present in my mind, as I understand you you found it 
economice lly sound to take Turner Valley erude instecd 
of Cutbank? 


A Yes. 


o> 


Besnuse you got a better price. So Cutbank was closed 
out, and they have a great surplus of product and you 
are speaking of the price they will sell it for today? 
4 Yes. 


Because they have that surplus. 


£ 


A Yes. 


‘ell, if you reverse the position, how long will they 


& 


heave a surplus and how long will they sacrifice? 


Perea ee tga tS You do not know about 
that? 
THS CHATREAN: it is all well to say 


to compare the Cutbank field. TI want it clear. It 
may be quite sound, and if so 1 want to understand 

it. You speek of the Cutbenk field which was 
replaced because it was economically sound to replace 
it. It seems to ~e - and you can correct me if the 
impression is a wrong one, you cannot Tira -pries- ore 
field that has been thrown out and because of no market 


they have a surplus that they will throw awey if 


necessary. 
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lee eos peo that is the point we 
arrivec at this morning. You do not know about that 
Montana market’. 

A Wo, just from the indications we have, and thst is the 
purpose of subait tine these charts is to show the Com- 
mission our position if crude could be bought at .80 
cents, «90 cents of »1-00 a barrel. 

Ce Forgettig about illinois crude altogether - and these 
maps altogether ~- should Turner Valley be going to 
regina today‘ 

4 &t «80 a barrel.no;. -90 cents a barrel, no,. at 1.00 


e barrel, noe 


S On .1.00 a barrel no? 
rs) Mo. 
2 Under all the charts you have submitted this morning 


the Tarner Valley erude shoulc not be going to Regina’ 

A that is righte 

G “Hy, 28° 10 going’: 

4 “@ll the situstion has changed within this last few 
months. ‘There has been a great deal of change. The 
Tllinois,. no doubt, has affected the Cutbank. But 
things have remained until we make this submission to 
the Commission. ‘‘e have not made any changes. 

Xe Bs I understend it, you sey the Illinois may react on 
Monténa‘* 


A Yes. 


But leaving out Illinois for the moment. You say there 


> 


is a situation in Montana which results in the statement 
by you now thst Turner Valley crude should not be going 
to Regina’ 
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dames MeGrath. -3876- 
@ Yes, I know? 


A If crude can be bought at .80, .90 or $1.00. 


Pe 


Never mind about the .80 or the -90. Hven paying $1.60 
per barrel for erude at the well in Cutbank, Turner 
Valley crude at its present prices should not be going 
to Regina? 

A It is only valued at $1.20 at the vell for Regina, and 


the posted price is $1.3C. 


i) 


You are paying 10 cents more. So that by 10 sents the 
Turner Valley crude should not have even the Regina 
marke t?. 


You have to go back to = using this price of $1.30 - 


bie 


it is averaged from the #1.4C. That is a fact. 
Q That is a fact? 
b 


Tnatiis-a fact. 


G This $1.30 is the existing price? 

A Yes. 

Q That is not a calculation, it is the price? 

4 Yes. 

Q As far as I am concerned I want to know all the 
terrible truth. You say under present conditions in 
Montana ~ leaving Illinois out of it for the moment @ 
our crude in Turner Valley should not be going out of 
the Province of Alnerta? 

A I did not say that, ir.Frawley. 

q It should not. reach as far as Regina? 

4 No. That depends on whether the producer wants te 
take this price or not. 

Q At the present prices - we have not gone into whether 


or not if that producer had the opportunity at all - 


they are taking what they are getting, the Imperial 
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James McGrath. Bed es 
posted price? 
4 Yes. 
@, They have not been approached to take anything less. 


“e take the situation as we find it, and the fact is 
on the present posted prices in Turner Valley, Turner 
Valley crude does not economically &0 aS -far as your 
Company is concerned, as far as the Regina nefinery? 


A iat 2s ri ent. 


G. Your Company has no refinery bétveen Regina and Calgary: 
A No. 
Q And as far as vour company is concerned Turner Valley 


Should not go a foot more than the Calgary iefinery? 
4 Unless they meet the prices. 


That is at the present situation? 


D) 


A That is right. 


And then leaving aside the Illinois crude again. Will 


sD 


your Company - does it followas night the day that 
your Company will correct thst situatiun and will 
tne y continue to cg mihn piauie Valley erudée to Calgary, 
if the present prices, the crude prise structure 
remains the same’ 

A I cannot ansver tmt, ir.Frawley, I cannot. You cannot 
expect me to answor that. 


I thought you would make the same answer as far as 


© 


your Illinois crude was concerned, that the dollars 
and cents point of view says to your Company that 


Turner Valley orude has to be displaced from the 
Manitoba markevt’ 
4 Yes. It does not have to. It does not have to be 4 


the producer meets the prices. 


Q But if the producers do not that is always a variable? 


” 
a ‘ ae a. Ris 
| : os, ire. ‘babel e° . aag 
: 4B: post. ess a. ad eae 
ap meu Rie sett : apeiaianl eee 
veh i oe tee s 
f ene. a as: “ipa 


; ee 
svete: ‘ene pret 


ate he 


{ ; fay) ane i > Seri iss 
) . » i CaS 


me U4 vn 4 : 
y : 
7 ai ml f 
& 
AW ey tas 2 
Wr Ye, Seats 
\ Vie. “a 


- 

My oi 

ey.) nik ethos eee ia ta ame a = a pe a 
0 ROME ee Si Sretel ai a) 


sj 
ey 
ef 


* Se eh, 
reas be 
‘ 


tite dee ok heen ee ani ee 


; : ip ’ ) : ~ OS kml i 
nae cad eo BS hoes. 7 ve | 7 Seen omens et 
; 4 3 “ a ten ; i eye Zt aaah) ites how > fas 
Ss HP OAEEE Mi aeteg (Be 2 eat eon 
an al fodessl ie ee et oh ‘ r Pr mA ;, 2 Pp 
‘vane ee a is ee ae 


et “idle wba : ef, oo it 
he 0%, 90 eens cose ott ores oes des 3 


: gist: Peg % 


Belle get 


Bad eoagee’. amet, Se rise inte ‘a6 vat ‘étaed 


One 


wi mort Be na cgate ype ‘ok ‘et but “yond aa 


“ a7 why qi as 


th ad 9, treed 3h Bak, TL. Oe ayatt Ba 
ae hata ati te boty | 
' Baas Sn et? Pere SY ey’ Ly ae fl Bot : id 
Noida tHe dike ess ot tee Gam oe eae - ¥y 


4 s 
j > 


T-4 
10 


dames McGrath. 


> © & 


> 


-3878- 


Yes. 

As the Chairman said a moment ago, we could send it to 
the Atlantic Ocean if they wanted to take 1/10 of a 
cent a barrel. But leaving the producers as they 
are. The Imperial Oil has a posted price, and they 
are paying them the posted price? 

Yes. 

We will leave them out of it for the moment. The 
producer continues to ascept the Imperial Oil price. 
You say it follows very definitely that Turner Valley 
Grude must be displaced out of Manitoba market? 

That is right. 

You say thet and you say there is no alternative?. 
That is my opinion of it, yes. | 
That is why I asked you if there was a difference 
between your opinion as Chief Accountant and Statistician 
to the Company, working out these calculations, was 
there any difference between your opinion and your 
judgment and the judgment of the Company as a company, 
taking into account all other factors which may exist. 
Is there any difference? 

If there was not any difference of opinion I would 
probably he an officer of the Company. 

fae not follow you there? 

There is bound to be differences of opinion» My 


opinion does not decide the changes that the Company 


ma ke 
Perhaps the Chairman put it well a moment ago. As 


far as you are concerned you are eliminating sentiment 


altogether. There is no sentiment in your calculations? 


No. 
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And you say the calculations show to you that the 
Illinois crude has to. displace the Turner Valley 
crude in the present ienitene Genesis 

Yes) it. 

Always that same "if". And with the same "if" your 
calculations tell you that Turner Valley crude should 
not go to Hegina and that the Cutbank crude should be 
going into Regina? 
"If" again. 

Yes, I put it at the beginning this time? 

Yes. 

You do not want to say whether your Company will follow 
what you say is the cold logic of the matter and push 
Turner Valley crude back into Calgary? 

I cannot speak for the officers of the Company. 

Then can you say the same thing about the Manitoba 
Situation? There is no difference. 

I gave you my opinion. 

Yes? 

You asked me about the officers of the Company and I 
cannot answer for the officers of the Company. 

You would not want to commit them and say what their 
policy would be any more for Manitoba than for Regina’ 


Well no, I cannot. 


I understende So it is a far worse situation than IL 
wag led to believee It is not a matter of The lines 


crude throughout. It is far nearer to home. You say 
the Montana situation is getting into such a state 


that that crude should be going into Regina and not 


Turner Valley crude? 


If it can be bought at .80 cents or 90 or 41.00 
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per barrel. 
Q You have put those figures down? 
A That. is right. 
Q. Because your best judgment told you this, and your 


information told you this? 
A Yes. 


You have reason to believe it can be obtained in that 


range? 
& «It has been bought at «75 4 barrel. 
Q And you feel you have been fair in assuming .80, 


190 and $1.00? 

& That is right. 

Q Accepting your information for the moment to be sound, 
then Turner Velley posite should not be going into 
Regine? 

Gnlese the price is met. 

Q THE CHATRIUN: Having regard to all 
these assumptions which you make, Whee price could 
you pay for Turner Valley crude and have it occupy 
the market it does now? Assuming the worst? 

A On Chart 1 we could afford to pay for the same market 
o1.07 per barrel at the well. 

Q Wes; $1.07 at the well on Chart 1. ‘that does that mean, 
Chart 1? 

os The value of 48 gravity in competition with Cutbank 

crude at Calgary, $1.00 a barrel, and Cutbank crude 


at Regina .80 a barrel and Illinois crude at Sarnia 


~lLel5 a barrel. 
Assuming these three 


aD) 


MR. FRSVULAY: 
posted prices in the foreign field, they could only 


afford to pay $1.07 for Turner Valley crude at the well? 
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THE CHAZRMAN:. ‘hat are they paying for 
that oil at the well today* 

4 For that gravity $1.30 a barrele. 

& MR. FRAY: Assuming 41.15 for Illinois 
and what for Cutbank? 

A 280. 

Q 80 cents if it goes to Kegine and 41.00 for what would 
come to Calgary -. 41-07 they could pay for Turner Valley 
crude? Thst is the basis. That is getting into Charts 
4,9, and 6 is a little more confusing is it not? 

& Yase 
Mii - NOLAN: There are two other 
prices the Chairman has in his minde That is on the 
80. cent basis that figure of $1.07. On the 90 cent 
besis: it is 41.13... 

Bias, PRAWN Y ¢ At 80 cents, we have 

just given the Chairman, the Company could pay 41.07 
for Turner Valley crude. y~leO? could be its posted 
price in Turner Valley, and to keep all of its present 
market upon the assumption that they could buy Cutbank 
crude for 1.00 for their Calgary requirements, and 
Cutbank erude at 80 cent for their Kegina requirements. 
Mow on the assumption that they have to pay 1.00 

for Gutbank crude for their Calgary requirements and 

90 cents for their Cutbank crude for their Regina 


requirements and {31.15 for their Illinois crude for 


their Manitoba requirements, they could afford to post 
a price of $1.13 for Turner Velley crude and keep all 
of that market. Lastly if they had to pay 1.00 or 
they could get for {1-00 their Cutbank crude for 


Calgary requirements, and had to pay the same prics 


= ‘ 
thew > 
aN 
» 
=e 
’ 
x 
he - 
Peres 


. fs Teae 
re ~ 
= 
, = tent 
. 
‘ 
ae ve 


‘ 


ota 
ae] 
eS 
we 


“ 


‘ 
ont 
be, 


wet vay 


yee 
. 
. 
=y e 
: Fi 
= 4 
, - 
a 


- 4 ~~ 
~ 
ae > “4 
> 5 
a ’ a 
bee 
< + ed 
re a * “—. 
4 2 oe 3 
sf il 


Be ye 


Py oe E 
3 3 
a hat 
LE z ies 
ts fy 3 


: 


~ 


lige 
14 


James MeGrath.e 


©, 


aD 


DoD &. |S & 


e- - 


-2882— 


of 41.00 for their requirements at Regina for Cutbank 
crude, and 31.15 for Illinois erude for the Manitoba 
requirements, fase could hie: post a price of 41.20 
for Turner Valley crude and keep all their markets. 
All these prices are against the existing price of 
~le50 that they are nov paying. 

TH2 CHLIRMAN: Yes. Wow if Turner 
Valley was able to eliminate Montana before, what 
reason can there be for it getting back into the 
farket® Its extremities; its financial bankruptcy 

or what? 

“ell I cannot answer that, iar. Chairman. 

vhat change is there in the position? 

"“@ll I believe that due to the Illinois field and 
general reduction in crude prices in the Unites States, 
it has forced the Montana crude back into Montana. 
Foreed it back. 

Forced the Montana crude back? 

Yes, because Montana competes with ‘vyoming ecrudes now. 
Wyoming crudes have been reduced in price. That 
means that ‘iyoming crudes will move against the Montana 


crudes, unless the Montana producers meet it. 

MR. NOLAN: I do not think he put 
that very happily to the Ghairman. What you are saying 
in effect is that Montana, under the old Americén 

crude prices enjoycd @ certain market? 

Yes. 

Outside of Montana‘ 

No,not outside Monténa, in Montena. 


That market has been curtailed to it by reason of the 


reduction in crude prices in the United States? 
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A It will be. Yes, that will be the effect of it. . 


£2) 


But it was curtailed by reason of the prior reduotion 
of crude prizes in the States. When crude went down 
in the States was not the Montana market Limited? 

A Oh yes, that is right. 

Q And that is what you mean when you say to the Chairman 
that Montana was forced back? ‘M@#hat is the expression 
you used? 

4 Yes, unless they meet that competitive situation it 


is forced back. 


& You mean the market for Montana crude was curtailed in 
Montana’? 

A Unless it would meet the competitive prices. 

G, But it was curtailed? 

4S well I cannot say that, wr. Nolan. 


te You know it was curtailed as far as this country was 
concerned'’s 


4 Yes, it was. 


WR. FRAVL2Ys The Chairman asked you 


£&) 


something a moment ago about the fact that in the 
late part of 1937 the Montana crude was in fact 


pushed out of Alberta, pushed back into the field in 


Montana? 


A Yes. 

Q That was done by the simple process of your Company 
putting down the price in two big drops. It was 
81.79 and they put it to 1-52 and then to 41.30% 
That is right. 

Q And those big drops in the price is what put tho 


Montana crude back? 


A Yes. 
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Q Into the field? 

A Yes, 

Q In other words the Turner Valley producer had to accept 


within a matter of a few months a ae in price per 
barrel of about 50 cents? 

A NOWes eee. 

Q That is so? So the Chairman will understand you, 
that was why the Montana crude was pushed back into 
Montana out of Alberta? 

A po neces Turner Valley was placed on an equivalent 
value with Cu bank crude, and it replaced it. 

Q That is all it was. You people were paying a certain 

price for Turner Valley crude? 

That as *rieht. 
And you were using a great deal of Montana crude? 


That is right. 


2 ie £85 ee 


And you ssid to the producers "If you want us to take 
all our requirements out of Turner Valley you have 
got to suffer a reduction in price?" 


A Meet the competitive prices. 


G You have to meet that competitive price? 
A Yes. 
Q And we will do that by lowering the price of Turner 


Valley crude and lower it again until we get it 
down to where it backs up the Montana crude, and 


in that simple fashion the Montana crude was backed 


up? 


A Yes. 


Q THE CHAIRMAN: You say the only effect 


Illinois erude has one way or another is it may effect 


@ general reduction in the price of erude through the 
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United States. 

There was a general reduction sir. 

ie. ero eee | It might be that or it 
will put down the price of crude in Turner Valley I 

presume. Anything may have done it? 

Yes. This shows that. 

You say this shows, you mean this 80 cents, 90 cents 
end 51.007 

My statement shows it. 

THis CHATRMAK: If crude everywhere will 


go down relatively? 


Pap PRATLAY: Ree 
THe CHAI AN: ee 


go down relatively we are not concerned with Carnia 
and with illinois at all in this cuuntry are we, but 
rather with the reduction that will be effected for 
whatever reason in the competitor close at hand, 
namely the Cutbank field. 


Mite. Pie’ Lary § Thate is Tight 36° at pou. 


(..@ 


That is right. 
THs OHA Téa s So that illinois is just 


one of the factors that may lead to 4 reduction in 
the price of crude throughout America? 

That is right. 

Worthern Americs at least’ 

Yes. 

And that is all it means in the last analysis? 

That is right. 

ON ieee tO Take the situation of the 
British American. They are bringing in crude from 


last Texas by pipe line to Houston, and by boat up the 
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Atlantic Coast into Toronto? 

WAto not. knows. -I do ge know what the British American 
doe | 

Assuming thet is vt they are doing, and not bringing 
in any Illinois crude at all. But thet finding of the 
Illinois crude production may depress the price et 
the British American has to pay for their crude in wast 
Texas. 

It is quite possible. 

Because without..... 

Illinois will back up the Mid-Continent and the Mid- 
Continent will probably have an effect on the Texas 
crudes. 

I do not know what they are going to say. They are 
coming in a day or so to say it. I did not unde-«stand 
they were using any illinois crude in their Montreal 

cr other refineries, but it becomes material to them 
because of the effect, the way one field reacts upon 
another as to the price, I suppose* 

ea. 

THs CHAIRMAN: There is a general lowering’ 
Yes. 

And if the Illinois field was large enough to supply 
the demand, the lowest price at which it would sell 
would be the price to which all other fields would 

have to come relatively? 

tet 1s. PigHty SLL’. 


Y) LIPSST?: Mir. LeGrath, you put this 


tere OT MO SLOT 
reduction that will be necessary to meet the Illinois 
and Cutbank competition, you put that entirely, in 


your idee, on the producer of crude oil’ 
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yy That is the value at which we can pay for it at the 
well. | 

Q Would it not be equally feasible to say there must 
be some drastic reduction in the cost of your pipe 
line rate to enable this Turner Valley - in which 
you are so largely interested - to meet that compet- 
CLO e 

A WOW ers ace 


Q supposing I put it to you this way, if the Turner 
Valley producer has to cut down his price toa 
point which allows him no profit, would not the owner 
of the pipe line to try and hold his business, be brought 
down to a position where it would have to carry oil 
without a profit? 

4 “ell I cannot answer that. 


Is not one entitled to make a sacrifice just as much 


> 


as the other? 

4 Yes. But by reterring to Charts 1, 2 and 3, if you 
took 1 and 2 - if you took the pipe line charges out 
entirely, you still could not pay »1-.30 for the erude. 

q Ment 2b ic bo cents a parral? 

A That will make No. 1 $1.22 and No. 2 »l-28, and No. 3 
would be 61.35. 

q That is not just what I was putting to you. Supposing 
there was 20 cents to be made up, why put it all on 
the producer and none on the pipe line’ 

A I do not know anything about the pipe line, Sir, its 
rates. All I am using is the rate we pay the 
Royalite Company for their oil. 

Q You are very definite that the Royalite Oil Company - 


which we know is controlled by the Imperial? 
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You. are definite in your opinion that naa the loss 

Should be taken by the producer. But I am putting to 

you the other thing, is that fair? 

A Vell I do not know the pipe line situation and, there- 
fore, I cannot answer that, Sire | 

Q If we know there were very large profits made, don't you 
think they should contribute? | 

B That would be the Royalite Company's problem, iir. 
Commissioner. I do not feel that I can answer that. 

Q You have come to the very definite conslusion that 

the loss should all be taken by the producer. 

MR. NOLAN: LOSMRO RRR as ig interrupt. 

I have not said the produeer should take any loss. 

We have said the price that we could afford to pay 

wen Order to compe te is so much. Now the producer 

does not have to take any loss. He does not have 

to produce Sea unease he likes. 

Mies ARS VLICY ¢ | That is taking a loss 

I would think. He either leaves his oil in the hole 

or takes a reduced price. 


There is one thing I want to mention before we adjourn, 


Mr. ieGrathe The people in Manitoba are paying - 

there is what we call a Manitoba price structure and 

a Saskatchewan price structure for refined products? 

A I do not know anything about refined products. That 
is a marketing matter. 

Q You do not know that the Manitoba price structure is 
based upon the Turner Valley crude prices that you 
pay? 


A I do not know anything about the price structure. I 
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am just talking about the price of raw materials... 

C Because if you drop your prise structure in Manitoba: 
of your refined products, the price structure, that 
might ease the tension a little bit? 

A No. Just what do you mean? 

Q Mr .NOLAW He means to reduce. 
the price of gaSoline in the City of "winnipeg might 
meet the situation. That is what he means.. 

Q Vide PRIOGEYS If you are now charging 
a8 price for refined products in Manitoba, based upon 
prices you are paying in Turner Valley for crude, which 
I assume is a fact, because that is where the gasoline 
is going, - and you felt that the price was too high 
and that you should give them @ price structure based 
upon the Sarnia gasoline, based upon gasoline made 
at sarnia frnm illinois crude‘ 

A Yes. 

oF Then the Imperial Oi] Company would have to absorb the 
difference there. That is where that leads us to, 

I suppose‘ 

4 It has nothing to do with the price structure, Iir. 
Frewle y. This is the cost of raw material. 

Q, @ CHAIRMAN: You know nothing about 
this field, this Illinois field? I mean who is 
developing it? 


A Mow Ll Go note 


>) 


iio Ls “in «control of 10% 


A I do not know, Sir. 
CG. “ho fixes the prices there? 
A Wo. 


Q Who has to determine whether 4t is wise to sell for 1.15 
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James MeGrath. 


or anything like that, you do not know? 

A No. ye just take the posted price and that is what 
we pay for it. 

Q You say "we", you are speaking of the Imperial? 
The Imperial Oil, yes sir. ‘/e buy the crude at 1.15 
per barrel. 

Q Do you know if the Standard Oil,-ris in control of 
the Illinois field? 

4A I do not know, sir. Ido not imagine there is very 
much control when it is selling at all prices, when 
there is all kinds or prices for it. There does not 


seem to be much control. 


Qi I have no reason to suggest it, but I just wanted to 
know « 
A Yes. 


Q If any point is being made about the Illinois field 
we should know something about it. ‘ell, we will 


rest for tonight. 


(At this stage the Hearing was adjourned until 10.30 


A.M., Februery 8th, 1939). 
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JAMES M6GRATH, having 
been recalled, examined by Mr. Frawley said: 
hits McGrath, there are some, there has been some 
letting up, has there not been, lately, in the 
production of the Illinois field. I read at page 
ele of the Oil and Gas Journal for the 26th nf 
January of this year, being a report on the Illinois 
and Kentucky fields, this statement: 
“Tllinois fields. Highlights of the week. 
Illincis made another production peak in 
the past week. The Max Pray test for pro- 
duction in the Devonian, Niagaran, in the 
Sandoval field in Marion County was showing 
Bulphur water in the pay horizon." 
That is not a very promising sign, is it? 
What about the Lewden field? 
This is in the Sandoval field. 
Is that an ol@ field or a new field? 
I sannot say. 
I think you will find that magazine at the end of the 
year, there was 400 some odd wells being drilled in 
that field. 
That is only part of the paragraph, IL will read the 
reat of the paragraph, it is only Short. 
®*Taily production of new pools, 132,460 barrels; 
old pools, 7,615 barrels, total 140,075 barrels. 
Completed oil wells 58; field operations, in» 
cluding locations rigs and wells drilling 484". 
Now that is in the issue of the 26th of January and in 


the last one, which has just come to hand, the issue of 
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the 2nd of February, 1939, under the same item 
"Illinois fields. Highlights of the week. 
Production of the basin fields fell off 
7,225 barrels per day in the past week, com~ 
pared with fie previous seven days. Devonian 
lime failures scattered in Coleg, Jefferson 
and Marion Counties are significant, follow- 
ing the recent flurry of interest in Devonian 
possibilities". 
Now comes the thing I want to call to your attention, 
"Daily production of new pools, 125,235 barrels; 
old peols, 9,287 barrels; total 134,522 barrels". 
You will notice the daily production of the new pools 
132,460, and in the report, the last report it is 


125,235 barrels, there is a very serious falling off 


in the daily production of new wells there certainly. 
Yes, but with the drilling of 400 and some odd wells, 
Mr. Frawley, there ig no question of the production 
not being increased. 

In the old pools, that is a fact that the daily pro= 
duction of the pools nas Pallen off? 

Yes. 

Old pools 9,287 barrels and the production from the 
old pools in the January 26th report was 7,615 barrels, 
that is it, totalling 134,522, the total you see is 
down from 140,075 barrels to 134,522 barrels. 

It doesn't say there the reason for it? 

No. 

It may be this time of the year. 

No, it certainly does not and that brings me to this 
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statement, and I am being just &s phtite as I know how, 


_you do not pretend to know anything about the Illinois 


field do you? 


Just what I have heard about it. I have never been there 
- but I can say this, that an increase from 5000 or 7000 


barrels a day to 130,000 barrels is quite a substantial 


incvease in one field. 

Oh yes, it is a flush production field now, ibs it not, 
that is still what they call a flush production, iz it 
not? 

It is a field beine developed but we do not know the ex= 


Gent wo. shat tield at: all. 


It may peter out? 


And it may double itself. 

It may be an cant Texas or it may not, it may peter out? 
Well you say it may peter out, I say it may inerease its 
production. : 

You have to say both and Ihave to say both? 

No, I do not have to say both. 

Is there any danger of this field petering out? 


I Go. not know and = cannot say there:-is if I: donot know. 


. You. are not much of a geologist if you will not go that 
Fan? 


I am not a geologist: 


Turner Valley may peter out? 

Yes, if vou Live long enough it may peter out. 

That will not be petering out because you are a young 
man yet. However let us pasa on, how much are you 
bringing in from the wid-Continent to your Sarnia re- 


finery? 
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A Well we are bringing in a total of approximately 
£3,000 barrels of which 3 to 4 thousand ig Illinois 
crude. 

Q Yes, now what is the difference in the laid-down cost 
of the Illinois crude and the MidaGontinent orude at 
Sarnia? 

A The Illinois crude is approximately 8 cents a barrel 
cheaper than the Mid-Continent. 

Q You are laying down the Illinois crude at your refinery 
in Sarnia at 8 cents less? 

a Yes. 

Q 8 cents is a lot of money on a barrel of crude for an 
operation of your size? 

A Yes, I would think so. 

Q Why are you not bringing in mare than that small amount 
Of Litineis erude? 

A Because as I soy the change has to be made gradually. 
We have been running one crude for years and now we are 
changing over to Illinois crude. There ia a possibility 
we may not be able to make all the products from Illinois 
cruie that we are making from iiid-Continent and it means a 
pradual Ghanging over but we expect to be running by the 
Bummer from 10 to 14 thousand barrels of Illinois crude. 

Q Is it worth while suggesting to you that, you are buy- 
ing your crude at the moment in the Mid-Continent field 
and it is coming from your, from affiliated companies, 
Leto DO? 

A I do not know. I have never seen the invoices. 

Q I unuerstood from somebody that it was coming from either 


the Garter or the Humble Oil Company? 
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I never have seen the invoices. 

Zs it fair to suggest it? 

You may suggest it. 

Do you know even enough about it in a general way to 
Bay that that is probably the case? 

Well I cannot speak for accuracy unless I have seen 
the invoices, 

No, of course as I say again it is too bad you have 

not this information. Perhaps you can get that? 

Yes I can get treat. 

Because there isa point I would like to follow up 
there, if you assume with me that your crude is coming 
from your affiliated companigsin other words from sub- 
Bldiaries of the Standard of New Jersey, operating, 
producing subsidiaries in the Mid-Continent field, if 
you assume that, you say you cannot assume it or other- 
wise, but if you assume that with me for the moment, 

it certainly is coming through a pipeline which is a 
subsidiary of the Standard of New Jersey, is it not? 

I cannot answer that. I do not know. 

You do not know that either? 

No I do not. 

If you make that assumption with me, is it not a pos 
sibility that the parent company may desire that you 
keep buying the crude from the Jersey producing sub- 
gidiaries in the Mid-Continent rather than to be buy~ 
ing it from third parties in the Illinois field? 

The Jersey Company does not dictate the Canadian policy. 
We buy our crude wherever we see A Gis 
That if an interesting statement, the Jersey Company does 


not dictate the policy of the Imperial Oil Limited? 
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No. 

I see, what does it have to do--«+ 

THE CHA Tks AN: How does he know? How do 

you know? 

Well I know that our people ar~ange for the purchase 
Of Crude: oll... sir’. 

You are not a director? 

I am not a director. 

You have nothing to do with the framing of the policies? 
No I have not. 

You do not know whether those who do frame the policies, 
from where they get their instructions? 

No, I am just speaking of what I know, that is all. 

And about that subject you know nothing, is that not 
correct, about the policies of your company? 

Of the policies of our company, yes. 

You know about their practices? 

Their practiais. 

You Know nothing about how their policies are framed? 
No I do not. 

MRe FRAWLEY: Mr. LeSueur spends a good deal 
his time in New York, doesn't he, Mr. McGrath? 

ul Presume he does. 

And that is for the purpose of conferring with the 
officers and directors oc the parent company? 

I do not know. 


If it is oil business, if it it oil business that would 


not be an unreasonable assumption, would it, that when 
he goes to New York he confers with the officers and 
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A Yes... 

Q That the company, that the Jersey policy, assuming 
now that thoy have Something to say about the Imperial 
policy in Camada, the Jersey policy may be to keep the 
Mid-Continent crude going to Sarnia through the pipe-~ 
line, that may be a factor which might heep ths Illinois 
erude in Illinois. so far as the Imperial Oil is con- 
oer ned? 

A But the fact is we are buying Illinois. 

You are buying now a very mall proportion? 
Yes,.aid we are gradually changing over to use more of 
Illinois... 

But that again is a policy, is it not? 

THE CHA TRAN: | How much did you say you were 
buying now? 

A é to 4 thousand barrels a day; 

Q MR-. FRAWLEY: - Out of a total throughput of 
25 or 24 thousand?. 

A Yese. 

Q Where are you buying the crude in Illinois, who are 
the vendors of the Illinois crude that you are taking 
into your Sarnia refinery? 

A IT cannot say that. We buy through our agent, the 
Transit and Storage Company. 

Q You could find that out for us during the day, couldn't 
you? 

A Yes I could. 


Q Give us some information about the last six months, 
about how long has that crude heen coming in? 


A It started the latter part of 1958. 
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Q Just a few months it has been coming in, so that you 
can cover the whole thing, if the “ransit and Storage 
Company will advise you from whom they are buying 
in the Illinois field ana which particular field it 
is coming from, which field is it, do you know, the 
Lowden field? 

50 far as I know it is the Lowden field. 

Q And find out what they are paying, so that we will 
have something tc compare with the posted field price? 

A Yese 
THE CHA TRUMAN : Mr e Nolan, you are makire a 
note of these things that are being asked for. 

Like NOLAN: Yes. 

THE CHA Ruan: There was something else a 
moment ago. 

MRe FRAWLAY: Yes, the name of the vendor 
of the Mid-Continent crude during the last twelvs 
months say and the name of the pipeline through which 
it comes and whether it is a Jersey subsidiary and 
also whether the vendors of the mid-Cominent crade 
are subsidiaries of the Jersey. 

THE CHALTRinAN: You egually want to know the 
Same as to the Illinois field. 

MRe FRAWLiY: Yes, the names of those ven- 
dors and add to that whether these vendor companies in 
the Illinois field are associated in any way at all 
with the Jersey Company or the imperial. 

Q MR. FRAVLGY: Now, yes, and the Chairman 

asked you last evening, bre LicGrath, something which is 

important for you to tell us, assuming that the pro- 


ducers will not meet the situation by reducing their 
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THit Cris TRn. AN: The Turner Valley producers? 
MR. FRAWLEY: The Turner Valley producers 


will not meet the situation by reducing their price 

to a point to enable than to keep the Manitoba market 
and secondly assuming that what you say, Pepa tiene: 
assuming that what is represented on your chart 
actually comes into effect, becomes a fact, oan you 
tell us how many barrels of crude will be backed up on 
Turner Va ,ley or were you able to get that? 

Just taking out the Menitobe merket? 

Yes, just the manitoba market, we asked you that last 
night and as I recall tir. Nolan--- 

THE CHA TRAN : It may or may not take out the 


Manitoba market. ilay I make a suggestion to you, ir. 


Frawley? 
MR. FRAWLEY: Yes. 
THE Chalk AN: Take the witness" own hope, 


not hope but thought, that by mid-summer they will be 
using up to 13 thousand barrels of Illinois. 

MR. FRAWLEY: In Sarnia? 

THU CHAIRMAN; In Sarniae How much of that, 
that is his maximum to date, how much of that will go 
West and to what extent, how far Jest and to what ex- 


tent it replaces in, barrelage the oil which now comes 


from Turner Valley? 
MRe FRAWLGY: Well now that is approaching it 


from the Saruia end. The threat is contained of course 
in moving Sernia gasoline made from Illinois crude inta 
Manitoba? 


Yespe 
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Of course not moving certain gasoline made from Mid- 
Continent, that is taken care of for the moment? 

That is right. 

But moving the cheaper crude, the gasoline made from 
the Illinois crude into the Manitoba market, how much 
would you have in mind would move in per day, in 19399 
On Ghart No. l. 

Yes. 

First of all let us put it this way, at the present 
time we receive from 3 to 4 thousand, by tne summer of 
1939 our gasoline will be produced from Illinois crude 
and we will receive from 10 to 14 thousand barrels. 
When you say your gasoline? 

That will be our marginal crude. 

You may be a little technical there, that is only half 
your throughput, what do you mean by that? 

It.will gradually change until Mid-Continent is just 
used primarily for lubricating oils and the Illinois 
will then be the gasoline crude. 

what percentage of your throughput is represented by, 
what percentage of your throughput is taken up in 
lubricating oils? 

Oh approximately 5 to 6 thousand barrels. 

80 you do not intend, at the best you do not intend to, 
you always intend to keep 5 to 6 thousand barrele of 
Wid=Continent coming in for lubrications? 

Unless we aan make the products from Illinois crude, 
that is a matter of changing processes and research. 
Yes, so that you will have, you are saying you will be 


making all of your white yroducts from Jllinois crude 
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by whet month as you see it? 

A Well sometime during this year, I do not know what 
month. 

Q Well when the lake8 open and it becones necessary to 
replenish your storage ai Fort William, is that when 
you expect to move the Sarnia gasoline made frm Il- 
linois crude into the iianitoba area? 


a Yes, we will probably move gasoline if the producer igs 


not willing---= 


Q Yes. 

A In that event there will be 2232 barrels of crude. 

Q There will be 2233 barrels of crude? 

A Yese 

2 MR. NOLAN: it ie all op chart Ll? 

A itp2.8 all on Chart: 1. 

Q MR. FRAWLEY: Now the Chairman was coming 
at it from the Sarnia end; at the moment the Imperial 
Qil Company enjoys a market for so much white products 
in that hMianitoba area? 

A Yese 

Q And that is really what you started with? 

A Yese 

Q You have that market? 

A Yes. 

Q You ave presently filling it? 

A Yes that is right. 

@ You are filling it with Turner Valley crude? 

4 Yes. 

Q Now you start filling that same market, assuming it is 


the same, you start supplying that with Sarnia gasoline 


made from Illinois crude? 
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Yes. 

Then that is the figure I suppose to take, the erude 
Which you sell in the form of gasoline, the orude 

which you sell now in the Lianitoba area ig 2233 

barrels a day? 

That is correct. 

So that is a figure which I think the Chairman wants? 
Yes. 

That is merely the Imperial's share of the market? 

Yes, that is for the lianitoba area. 

That is the Imperial's share of the Manitoba area? 

Yes. 

MAJOR LIPSETT: Is that all Turner Valley 
Grude today, that 2233 barrels? 

Yes. 

MR. FRAWLEY: Now I want to ask you a few 
questions about, without going over what we have said 
yesterday, about the Illinois situation because that 
seems to me to stand by itself--- 

THS CHA TRusl: Now my difficulty at the moment 
is whether or not this witness is competent to speak 
about these matters, Mr. Nolan. He has made calculations 
which no doubt quite properly reflect his views, but we 
are talking about wmt is going to happen in Sarnia oil 
moving West. The witness does not have anything to do 
with the policics of these companies and so far as we have 
heard todate, he is not authorized to make a statement 
for those who heve and I am just bringing to your notice, 
if we are going to act on evidence it must be evidence 


that we think is credible. iI do not mean in the sense of 
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being untrue but a witness having the knowleige 

which justifies him speaking. 

ik» NOLAN: what the witness says is 

that irrespective of questions of policy this 

Imperial Oil Company has no alternative but to sup~ 
ply these markets with a erude which they can buy 
more cheaply, so that perhaps we are not concerned 
with the question of policy so much as we are con= 
cerned with the question of economics, which we are 
able to judge just as much as the witness. 

THE CHA Trails N: Yes, but you see there is 
another side to it suggested by Counsel, that we can 
judge our field perhaps as well as the witness. that 
is how far it would be economically sound to close 

up their subsidiaries in the Mid-Continent field and 
scrap their pipelines in order to give a competitive 
field, competitive producers, the advantage of sell- 
ing o11 to them, even although they get it a little 
cheaper, is that economically sound, I do not know, 
but that would be a matter for the determination of 
those looking after the policies of the company, after 
Mir. MeGrath or somcbody else had made such calculations 
as they desired. 

MR. NOLAN : Would it not be a matter of 
the policy of the subsidiaries who own these producing 
fields and the pipeline, if they do? 


THE CHATR.: AN: A matter for them, certainly. 


MiR. NOLAN: Yes. 


THE CHAIRMAN: Subject always to what we all 


Know and there is no reflection in it, that @ parent 
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company in control directs the policy of its sub- 
Sidiary. we would be stultifying ourselves to 
think otherwise and there is no reflection in say- 
ee ee (BO! 

MR. NOLAN: And there is no impression 


in the minds of the Commission that it is improper. 


THE CHATRAN: Ne; so really where all nig 
gets us, if I may say so, in my view is "nowhere". 
MR. NOLAN: Well just one moment, sir--- 
THE CHATHMAN: | Because there is the larger 


problem involved. 

MR. NOLAN: Yes; but where are we going 
to draw the line because after all this Commission in 
its scope, may l say, its willingness to extend its 
inquiry, must be drawn to a limit at some stage and we 
Gannot examine into the entire oil industry of the 
North American Continent. it seems to me that all 
these problems are interlocked with the protlems of 


other fields. 


THE CHALTHI:AN: Quite soe 
MR. NOLAN: But what I was going to say 
was, you will remember this witness i: here today be« 


cause of item 1 in Wr, Ccottle's letter of January 16th. 
THE CHATRwAN: Quite, and he is giving us all 
the information he has and I have no complaint about it. 


MR. NOLAN: And it ig absolutely in accord 


with the request therein stated. 
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THE CHAIRMAN: (AU ee ey Bt 0 Want LO 
point out, Mr. Nolan, and you do what you like about 
it, we have heard something of how the products from 
the Illinois field might reflect adversely upon 
Turner Valley. Now i am putting it forward now. so 
that it can be considered, if it is thought that the 
Commission was to be influenced by any such argument, 
it must be established, and I suggest to you that 
without wider considerations than those to which 

this witness is able to direct his mind, the sug- 
gestion will remain without force. 

Mr. NOLAN: | Yes, but providing 
@lWays SiLfececs. 

TH CHAIRMAN: The suggestion may 

lead one way or the other. It may hurt someone or 
help someone. That is neither here nor there. 

We want to know the facts if we can. 

init NOLA I: As the evidence now stands 
the Commission will take cognizance of the economics 
and mathematics of the situation that these prices must 
be as these charts indicate in order to compete with 
these other crudes. Now the point which you want 

to know 1s whether we are going to use other crudes 

in lieu of Turner Valley, having regard to these 
agdifferentials in price. 

TH CHA Tihs ils Yes, because you see it 
might be, even though you could buy cheaper products 
from a stranger - and for all we know Illinois may be 
the Standard Oil. For all »e.know to date it may or 
it may not have a cent's worth of interest in that 


Field. It has or it has not. If it has not we won't 
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assume that because a stranger will for the moment sell 
more cheaply than the Standard Oil Subsidiaries that 

it will not continue to encourage those subsidiaries 
and the pipe lines Porsar, “e@ do not know that it 
would not be economicelly sound to do it. ‘ie agree 
with you they will do what is economically sound. 

hs Ca ad ee They will have to do 
What is economically sound in order to remain in 
business. 

is Gab Tahie t's Quite so, and what is, 

we do not know, under all the circumstances. As you 
say this might involve getting information that if 

the Commission had to go and get it would be exceedingly 
difficult, on this branch of the case, anyway, and 
perhaps not worth its while. I only mention it because 
it oceurred tc me if you propose to argue when the 

time comes thet there will in all likelihood be a 
reduction in the pipe line through put, then it is 
proper I should mention to you the considerations that 
seem to me reflect adversely upon that argument, so 
that if you wish to do anything about it you may. 

On the other hand you may not have any such thought 


of making any such argument. 


MR. MWOLAN: I am certainly going 


Ate 


to argue that. Iam going to argue that from every 


point of view thet is available to me. 


THis CHA IRIAN: sint I thought quite properly 


so and I make th@?se observetions now. 


texte NOLAN: Then the point is this 
you would like the policy more clearly defined by a 


witness who can speek as to policy’ 
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James McGrath. 
Tae OGHA LHS its By &@ witness who can say 
to us this is whst our Vompany is going to do, and 


these ar® our reasons and they are sound. At least 


these are our reasons. 


oe OAT? S You will judge as to the 
soundness‘ 

THs CHAT BT: Yess, aS best we can. 

toe OLAS Guite so. 

Peete toh. LO)... LIPSETT: On the mathematical angle 


of it that you mentioned there I want to draw your 
attention to how fer that carries us. You have a 
figure that was about 23,000 barrels refined each day 
at Sarnia. You have the expectation of the witness 
that 10,000 to 14,000 barrels of illinois erude will 
be coming in by the summer? 

Ika oO NOLAN: That is so. 

Mae COMMISS! OU LIPos tT: That leaves us 9.000 
to 246,000 barrels a dey that are not in any way affected 
by the illinois. That will be coming from somewhere 
@lse. Is there any difficulty in taking out of that 
line of 13,000 barrels, the two or three thousand 
barrels which today are going from Turner Valiecy and 
being used to supply the fac market? There is 
nothing at all so far to show that the Turner Velley 
would be in any way affected by the Illinois crude. 
We. JOLAN 3 The point DsSctiie; sig; 
thet at the moment they are importing 4-000 to 5,vV00 
barrels from Iilinois into warnia. 

Mr. COMSIGSTONIN LIPSATT: Out of 23,00U barrels? 
LR. NOLAN: All right. In the 


summer they expect to import 9,V00 to...... 
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10,000 to 14,000, and it will keep growing. 

MR. NOLAI: LAoyoer bt be. five! or 
nine or 14,000 the requirements of the Manitoba 

market are only 25 263 barrels. 

MeO Lo lO wa LIPoe Ty py Then how is Turner Valley 
affected? 

Because the 2,233 barrels are Turner Velley barrels. 
Mies COM<T (LOU GR FIPOSTT :. And why must they be 
TLVinois? 

cu «,, HOLAM: Because it is cheaper. 
THA CHAIRMAL: They can bring it from 
Sarnia to lianitoba a certain distance at a less 

price than they can get it from Turner Valley. 

Like WOLAN: It all gets tack to the 
question of what is Turner Valley worth at the well 
in competition with the Illinois laid down in Manitoba 
through Sarnia, which is just a mathematical problem, 
forgetting policy altogether for the moment. . Just 
whet is it worth. wo not think of the posted field 
price in the field. That is not the way to approach 
it. Just as if we take a barrel of oil from I}1linois 
to Sarnia, by boat es by train, vand: land. that, the 
City of Vinnipeg and put it down on the station plat- 
form. It has got a certain laid down price on it, 

X dollars let us say. 

THE CHATRIMAL: You would start by saying 
we pay so much for the oil in the Illinois field? 

MR. NOLAN: Yes. 

THE OFA TRMAT: | It costs us so much money 
to get it to Sarnia and it costs so much money to move 


it vest and we can take it ‘vest %o a certain point at 
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a certain price and those who cannot come from the 
West to the Hast that far at thet zoney have got to 
suffer. . 
Ma NOGA IS That is precisely it. 

it a barrel say on the ‘Winnipes..station had a’ price 

on it X dollars, and sitting beside it is a barrel of 
Turner Valley erude, and we look at thet barrel of 
Turner Valley crude and we say "How much can we pay 
eee ths Turner Valley for that oih, and get it 
here so that it can competé with this other barrel?'. 
THi CHAIRMAN: It sits beside that other 
harrel at the same price? 

MR. NOLAN: Yes. You take into con- 
sideration the freight from Vinnipeg all the way to 
Calgary and the pipe line charges, and you find youself 
out at the well, and you take out your note book and 
you make deductions and you say to the producer at 

tne well "Ll een only give you .so mueh for that barrel 
of oil beca@use it costs me so much more to get it into 
Winnipeg and it has to be in ‘innipeg at @ price at 
which it can compete with this Illinois." The answer 
is you can only expect to get the money that will 
enable you to compete with this 4iiinois erude coming 
through Sarnia, and thet is wht all these charts meane 
THE CHAIRMAT: So that if the pipe line 


with which we are immedi+stely soncerned..... 


LMR. NOLAN: And which is almost 
forgotten. 
Te Gb LEAN: Tere a separste entity 


and would carry more cheaply it would greatly affect 


Mr. MeGrath's calculations? 
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Mr. NOLAN: It would affect the 
C@aloulation onl, in one respect. If the Cutbank 
crude is at .80 csnts you can take away all of the 
pipe line charge and still Turner Valley could not 
compete. It does affect his calculation. 
THe CHAIRMAN: I am dealing with Illinois 
and Turner Valley at the moment. Not forgetting CGutbank. 
MR. NOLAN: If we got a freight rate 
reduction..... 
THE CHAIRMAN: If you got a freight rate 
reduction from Garnia, or a boat rate reduction you 
could go further ‘est. If you got @ lower pipe line 
Yate here you could go further ast’ 
Mae NOLAN: Only with Cutbank crude 
at »1.00% 

Li That is right. 
THS CHAIRMAN: AS ageinst tllinois. if 
the Cutbank were gone. If it were only Illinois and 
Turner Valley competing. avery cent you cut off the 
boat rate at Sarnia you could go further ‘vest, that 
is’ rienty 
MR. NOLAN: I would say So, and the 
Same reasoning one would suppose would apply to every 
cent you got off the pipe line rate. 
THis CHAIRMAT: You could go Turther 
ast. 

Q hi. NOLAN: Is that right? 

A It depends on the influence of the Gutbank crude in 
the central areas. 

Q Why do you talk about Cutbank crude? The. Chairman puts 


this to mc, you have two oil fields, one at ZLllinois 
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and the other at Turner Valley? 
A Yeas. 
Q And every cent off* the ‘carrying charges on either 


branches of this thing will bring the product either 
further ‘est or further cast as the case may be! 

A Peet is right. 

Q Why do you introduce this Montana feature into it? 
Because the Montana fits into the centre here and 
it opposes Illinois crude. So Montana has to be 


considered. 


Q Has to be considered? 

A Has to be considered. 

Q We cannot disregard it? 

4: No. Not for that particular area. 

Q THE CJAIRMAN: You say Illinois erude 
pushes back the Mid-Continent field, which in turn 
pushes back “fyoming, which in turn pushes back 
Montana * 

A Yes. 

Q Is thet right? 

4 Yes, that is rignt. In price. 

Q In price, yes? 

4 That is right. 

Q I understand that.e- But it is the mere up and down 


of the oil business. Sometimes crude ig up and 
sometimes it is down, I suppose? 

A That is right. 

Q Me. NOLAN: Ie that just right? 
Has -%t been up recently? 

A It has not been up for some time. 


Q How long? I am not sure about these declines in the 
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crude oil prices. Something was said about them 
yesterday. There has been a gradual increase or 
decrease in the price of erude? 

Recently it has been a decrease in the price of weuie’ 
Has it gone up in recent years, as the Chairran said 
that it goes up and down? 

Over a number of years, yes. 

Over the last three years what has it done? 

Rove PRA Lays This is one of the dips. 
Mic. NOLAI's I know, but my pipe line 
is in the dip. 

Take Oklahoma or Mid-Continent. On December lst, 1935, 
lt was 41.00 per barrel. January 9th, 1946 it was 31.10 
per-barrel. 

Then it doss go up and down. It is an up and down 
market? 

Yes. 

That is Oklahoma? 

That is the Mid-Continent. 

That is the Mid-Continent and it went up and the last 
move has been down? 

Yes. 

THE CHATIREAT: I suppose if we had a war 
tomorrow it would go up at once’ 

I cannot answer that. 

What happened in the last one* Can you answer me that? 
No, I cannot answer you that. I vas not familiar with 
it. I was too young at that time. 

All you are saying amounts to this then as i understand 
it - and I am not deprecating by saying that is all you 


say - is that the discovery of a new field, call it fer 
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this Commission the Illinois field, is a reduced price 
of crude oil generally in America? 

A It has been one of the factors I presume yes. 
“@ll, if it has affected the whole Mid-Continent field 
and the ‘'yyoming field and the Liontena field, and will 
affect Turner Valiey I suppose, it will be general w 
in its effect? 

A There has been a reduction, there has been a reduction 
in the price of crude throughout the States. 

Q On that account? 
isprosume that is part. of it yes.” I do not Know what 
Briyche tectors are but LT presudie that is part of “1+. 
MR.HARVIS: Mr .Ghairman, if I may 
be allowed to interrupt for a moment and throw 
possibly @ little different light as far as the picture 
Ai eae ous Compa ny will paint as to its own oper- 
ations. Illinois is a small factor. 
THs COAL RMAT: ives wondering if Lt could 
have this tremendous effect on the market. 
Ih .HARVIis Primarily the factor, 
the controlling factor, looking at the situation as 
a whole, generslly speakin;, - I cannot speak for the 
last few months or weeks as to where we get it - 
but as a whole our company's orude that is refined in 
the Bast comes from Texas now, with the result that 
it is the Texas crude that we will be competing with, 
if that situation still exists, in Manitoba. The 
same as the Imperial buying it from the Illinois crude 
fesld. The Illinois erude field coming in with a 
large quantity of cheep crude has had this influence 


throughout all the markets, all the,U.S. markets 
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as far as the production of crude is sgoncerned. The 
price we are buying in Texas allows us to bring thet 
crude in to compete with the cheap Illinois orude and 
thereby go into competition in Manitoba. © thd nk 
that might be giving a slight summary of the evidence 
we are going to give with the result that possibly the 
Suggestion made by you this morning will have to be 
answered in some other different way than by one 
witness or any one company. Fhere are economic facts 
such gs lir. MeGrath has disclosed in regard to his 
Company. Wo doubt the same type ef information will be 
Supplied from my Gompany. But if you want to go beyond 
that it really means you have to get an executive official 
that can speak for the policies of the companies as to 
What wikl be done. 

THE CHAIRMAN: I mention Mr. MceGrath 
and Mr. Gaby. I thought they were officials. That 

was my error. | 

MR. HARVIG: Quite frankly I doubt if 
there is any one man in any Company cen-.speak on all 
phases and give the detsil and give the executive end 
as well. I may be mistaken, but I canntt just quite 
Goneceive of an org@nization carrying on an extensive 
buSINeESS.«-e.e- 

THE CHAIRMAN: The man you have coming 
DSL ig boc9.0:8 40 

MR. HARVIZ: Mr. Woolley. He is the 
superintendent or menazer uf refineries throughout 
Canada of the BeA-, and I understand it was in his 


department that the purchasing of oil was also dene 
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James VcGrath. ~3915-— 
in part. 
THs CHAIRMAT: You thought he would be 


a more valuable witness tha er. Gaby* 

RRHARVIa: On that phase he 
unquestionably will be. It may be thst Mr. Gaby will 
have to come. I think that illustrates the comment I 
made some time ago that it might be as well and save 

a lot of duplication if the whole picture of the 
industry vas looked at before one phase was dealt with. 
THS GHAIRMAN: Ve have heard that before. 
“@ are still going to pursue perhaps our wrong course. 
If there is anything that Mr. Gaby or anyone else can 
Say, there is no duplication. They can say it now as 
well as two months from now, and none of his evidence 

is wasted because it is said at the time we are ecunsid- 
ering the pipe line matter. It is useful whenever 
we come to any other phase. 

MR. ARVIS: I cannot say, but maybe 
it is possible hir.:ioolley has been instructed on these 
other points. But new’ points are arising every moment 
or two~during the Inquary and it is difficult to cover 
the position. 

THs GHATREAT: After all the only thing 
that hes been yet suggested - whatever suggestions 
there may be I know not ere we ars through, but as yet 
the only part of this Inquiry that relates to the operation 
that is to be the subject of regulation, as indicated 
by the fact we are asked to strike a rate, is the pipe 
line. Hence the disposition of that matter. I do not 
know whet may come out of this Commission. I know we 


are asked to really perform the function of a Utilities 
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Board, which presuppuses regulations. 

MR. HARVIE: I think that is true, 

Mr. Chairman. 

TH! CHAIRMAN: Lt vou es any witnesses 
or anybody has - and I have said it so often that it 
seems id&e repetition ~ any witness who would have any 
bearing upon this subject, it does not matter what other 
efidence they may give, let them give it. It is not 

lost or destroyed, because we give a decision in the 

pipe line case. It is there for use and as a basis for 
argument, and for gur use in giving a recommendation 

on all these other phases. There is no purpose in 
duplication. 

MR. HARVIS: Possibly I am wrong in 
Saying duplication. But I may put it this way, it 

is not necessary to duplicate the refinery evidence 

but it may be necessary to hear all the refinery evidence 
end all the marketing evidence in connection with this 
phase of the Inquiry. 

MR. NOLAN: My position is this, how 
do I know from minute to minute or from hour to hour what 
is going to enme out of the evidence that these witnesses 
are giving. Now the question arose this morning as to 

a director giving evidence on the question of policy. 

le are going to find as this Inquiry goes along that 
there are other matters which will be required and 

which will be brought to light which might have a 

direat bearing on this pipe line rate, whieh I do not 


new see nor oan anybody else in my position foreses 


what that evidence is going to be. The evidence is 


coming out and information is being led about new fields 
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that are being explored all the time and that is my 
objection to dealing with the pipe line as a separate 
part of this report. There is nothing in the Gommission 
to say that the pipe line is to be dealt with a priori. 
It simply says to report to the Legislature. 

TYG CHAIRMAN: That is right. We may 
fall into grave orror in deciding to deal with it 
separately, but we are, nevertheless, going to deal with 
it separately. ‘Je want to be quite fair and if there is 
anything else that affects it, while you do not know .it 
and I do not know it but your principals should know 

it. | 

M:. NOLATS: They cannot know it, Sir, 
in my submission or anybody else, because this thing 
branches out into new avenues that we do not anticipate 
or contemplate. 

THE CHAIRMAN: TY so, Lb WiLL be” their 
misfortune or ours as the case mey be. 

Mie FRALEY: May I say then, my friend 
has called your attention to the fact, Mr. MeGrath 1s 
here because of Mr. Cottle's item Number 1 in his 
letter to Mr. Nolan of the 15th of Januarye Now let 

us be quite clear about that. Mr. Cottle was not 
Goncerned at all with the pipe line rate. Mr.Cottle 
wanted to get from Mr. McGrath his complete figurations 


on the prices of crude so that Mr.Cottle could then 


proceed with his examination of refining and marketing 


costs. Now the matter quite lately became one of 


importance to the pipe line rate. That is the fear 


of diminution of the through put of the Royalite Oil 


Company's pipe line. I have never had any misgivings 
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James McGrath. 
personally - at least it is my submission whether 
I am wrong or not, : that there are tvo things to 
be solved and answered before this Comnission can 
come to any real conelusion that there will be a 
diminution of through put. One is Mr. licGeath's 
figures on the paper, and secondly a resolution of 
the Boarc of Directors of the Imperial Oil Limited 
that they will put Mr.. MeGrath's figures into actual 
Ta0t%;. At least that is my submission and that 
is why I have bean - that explains the examination 
that I have made of lir. iseGrath. So I am a bit dis- 
appointed as I take it you ar ux. CGhairman, that Mr. 
McGrath is not able to answer more than he oan. I 
knew he could not besause I have been assooiated 
with Mr. MeGrath for the lest two or three years and 
I know what his limitations are. He does his work. 
Mr. LeSueur or Mr. Smith and some other people put them 
into effect and perhaps the Yersey Company in New York 
puts them into effect. So I associate myself,if I 
may be so bold, with everything you say. But I will 
argue to you at the moment that unless we have evidence 
which goes further than the evidence that Mr. MeGrath 
has now shown on these papers that there is nothing 
that oe Commission can really decide that there will 
be a diminution of through put through the pipe line. 
I say this, and it perhaps is a solution of the whole 
matter, we do know wht the through put was last 
year. without any good evidence I presume the Board 
might feel it was justified in taking last year's 
figures and fixing a rate upon it; and then if, as 
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crude will move into ‘‘estern Canada, and it will 
continue to move until the Illinois crude actually 
physically displaces the Turner Valley - it may go 
OieeeOr 4,5, 6. “Or 7 months =.then at that time this 
Company can go to the Public Utilities Board and 

get a rate if the facts are that the Illinois crude 

is becoming a physical fact - a ehange upward in 

the rate if warranted. 

i Cre Lit ial s That is all a matter 

for argument, in which we hope to get great help from 
Counsel for all parties who are interested. All I 

am doing now is not making a complaint, but having 

in mind that some day iir. Nolan will probably argue 
that there is going to be a very different through 
put, that I have some doubts if on the evidence of 

the witness presently before us that it has been 
established. That is merely a friendly warning and 

not a bitter complaint. Mr. Wolan, of course, will 
do as he likes. 

Geen oe WS I appresiate that. 

On that point one of the fectors that is taken into 
consideration, and must be on the through put for this 
area, axe crop conditions in ‘vestern Canada. Now 

no ean of the Board of virectors of the Imperial 
Oil Company is going to affect that situation. 
THs CHALIMAN: Oh noe 

Wi. NOLAN: | That only goes to make 
the point I am presently making, that there are these 
uncertainties which must be borne in mind. Perhaps 
this Illinois is one of those uncertainties which should 


be borne in mind. However, that is for argument. 
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THE CHAIRMAN: No. Another oil field 
might be found in Alberta which will affect the picture. 
Me FRA TAY: If you gre putting the 
Illinois erude and the risk of a new ‘iestern Canada 
crude we will know what we have to face. 

TH CHAIRMAN: Is there something more? 
Iam sorry to keep you standing, iir. McGrath, but 
lawyers do argue at great lengthy and I include myself 
in that category. 

a Mee GRAWLaNs You say the Illinois 
crude must displace the Turner Valley orude because 
your company will lose too much money if they continue 
to pay present prices for Turner Valley orude when 
they can buy Illinois crude cheaper’ 

A I said that Illinois crude - Turner Valley crude was 
worth in the Manitoba area .5936 in compstition with 
Ellinois crude at 41.15 per barrel. 

Q Iam right, am I not, that you can ot afford to continue 


to pay the present Turner Valley crude prices? 


A Not for that area. 

Q Not for that area? Not for the Manitoba area’ 

A That is right. 

Q And you get your money - Turner Valley crude goes to 
Regina and it is made into gasoline and other white 
products and shipped into the Manitoba area and there 
sold‘’ 

A Yas; 


Q And then the marketing depertment gets the money from 


the service stations and the bulk stations from that 


Turner Valley orude? 
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@ If the spread between the refinery door price of 
white products in Manitoba and the wholesale tank 
wagon in Manitoba is too big, there is too much 
Bpread there - if you are making too much money Lat 
say too much tnoney, an amount of money which perhaps 
Some regulatory body or some Royal Commission may 
say was too much, or an unconscionable spread. 

If that is so, then one solution of this »roblem is 
to just take up the slack in the spread between the 
refinery door and the tank wagon. 

4 How do you moan, take up the spread? 

Q ‘“@ll, you say you.cannot afford to pay the present prices 
for Turner Valley crude’? 

A That is right. 

Q And if you do continue to pay it you will be losing 
money? 

Yes. 

q I suggest that you may be able right now to reooup 
yourself out of the too large spread between the refinery 
door price in Regina and the tenk wagon in the Gity of 
Vinnipeg. ‘‘yhatever that is, X cents” 

A In other words, raise the prices to take oare of this 
loss? 

Q No, not to raise them at all. 

TH CHATRIAL: To take less profit is 
the suggestion. 

Q VR. FRA LEY: To take less profit in 
the spresd between the refinery door and the tenk wagon 
in Manitoba. That would solve the whole matter’? 


A I do not follow you there. 


You have a spread at the moment between the refinery door 
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James McGrath. ~3922— 
price at Regina and the tank wagon in’.the Gity of 
“innipeg. That is X cents? 

A Yes. 

Q That is * cents: Let us assume that that X cents is 
to you - Fone eeeane (Nereis. é: big. proerit«inwthat 
cents? 

4 Yese 

Oe iuys Halverson is getting a big profit in the X cents? 

A That is your assumption. 

% Iam just assuming that. 


Po) Bll right. 

Q Nobody has inquired into it except the Imperial Oil 
possibly: 

b Yase 

Q Nobody knows anything reclly «bout the spread botwoen 
the re inery door price at Regina and the Winnipeg 
tank wagon, except the Imperial Oil people, tat is 
true 13) 0% note 

A I prusume Bat 

Q There is no Gommission at the moment set up im Manitoba 
similar to this one to inquire into that xX cents? 

A Noe 


Vhich you know is one of the functions of this Commission. 


£D 


If there is a big profit in there, the simple bold 
suggestion is to continue to pay the present Turner 
Valley prices, continue to move the crude from Turner 
Valley to Regina, and to Winnipeg in the form of 
gasoline - leave everything as is - and take At out of 
the profit between the refinery door price and the tank 


wa gon? 


4 I think the consumer in Manitoba would have something to 
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Say about that. 
Q Yes, he certsinly might. But just for the moment 


putting him to one side...... 

4 You cannot do that, Mr. Frawley. 

Q ¥honm on my assumption would you continue to take that 
profit there? ‘hat do you contemplate doing? Change 
the price structure in Manitoba if you bring in Illinois 
crude? 

4 I do not know what the sales policy is, but I presume 
it has to be changed because the crude is becoming 


cheaper for that area. 


©} So that brings us right up against the Manitoba consumer, 
does it not? 

bh NG 5'e 

Q Because you see there are some people are bold enough 
to suggest that that spread beti een the refinery door 
price and the tank wagon price is large and that might 
be used to take up some of the slack. iihat do you 
think about that: 

A That is purely a suggestion on your part, Mr. Frawley. 
Il prefer not to pass any opinion on it. 

Q Now this Montena situation, you told me yesterday that 


you came out with certain information that you got 
from officisls of your Company with respsct to what crude 
could be bought for in Montsna’ 
A That is right. 
Q Who is the official of your Company that you would 
say is most able to discuss the Montana crude prices? 
A I go not know Mr. Frawley. 
Q ier. Naylor? 
A tir. Naylor is not an official of our company. 
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Q Mr. Naylor is not an official of your Company? 
4A No, ie Ls not. 
Q Ne. Naylor is managing a subsidiary whieh brings the 


crude oil from Cygnet, Ohio, to Sarnia? 


4 Yes. 

Q That is The Transit & Storage Company? 

A Yes sir. 

Q He manages that unit of the Transit & Storage Company‘ 
A That is right. | 

Q THa (4 TRMAN: Who is that? 

A tir. Naylor. 

Q THA CHAIRMAN: And is this Company a 


subsidiary to any of the companies we are hearing 
about? 
MR. FREOLGY: The Transit & Storage 
Company is a subsidiary of the Imperial Oil Limited, 
and ir. P. R. Naylor is the manager of the Transit & 
Storage unit which brings the crude from Gygnet, 
Orio, to -arnia. He is at the moment. 

A I believe that is his title, yes. 

Q He formerly was monaging the Transit & Storage unit 
which oporated in Montana? 

A that is right. 

Q And while he .as in Montana he niturally knew sore thing 
about the erude oil situation theres 


A He did yes. 
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Q And that is why I just suggested, was there anybody more 
familiar with the crude oil situation than Mr. Naylor? 
4 Well, in detail I think probably Mr. Naylor is more 
familiar with the Montana situation. 
| Q Yes, and wir. Naylor has been out of Montana for quite a 
number of months, how long? | 
A Tado i no-t reeal lh, 
Gy WEl1, he hss not becn there functioning for your cornany 


or any of its subsidiaries for a whole yesr, hes he? 


AD Oh, yes, he was there in 1938, during 1938. 

a He was there some part of 1938? 

A LSS. 

Q, Your company withdrew from montana oroducing at the end 
Of LIS 7? 

A yes, 

Q What was Mr. Naylor doing there after that? 


It do not know his duties, I cannot say, I do know he was 
moved cast some time during 1938. 


Q What I am suggesting is thst it «ould ~ppear that your 


company has not had any first-hand knowledge of the 
Montana crude situation since it pulled out in November, 
1937, is that not a fair statement to make? 

A Well, I do not think that, becuse Mr. Naylor has left 


the field thot we have not been kept posted on the situation 


in Montana. 


TH: CHAIRMarM: The witness does not pretend to 


know about Montana. He s:ys he has heard or they have 


heard, speaking of the company, that it was sold at 75 
cents and 80 cents. 
WR. FRewWL oy: That is the same thing, that 
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THE CHAIRMAN: 


MR. PLOTKINS: 


The witness can Only say what 


he knows. 

MR. FRiiWLLY: Yes. 

THER GHslRMAN: and if the evidence ends pee 
all right, we will give what weight to it 2s we see che min ae 
MR. FPRAWL:Y: Welly todo not think’ there ie 
mything else Il wish to ask. Mr. KeGrath. 

THs CHAT RMN: “When you were figuring, when 
you were making your ‘calculations, Mr. McGrath, I suppose 


you took the present vipeline rate? 


Nietohe 

THe: CHATRILN: any other questions? 

MR. ©LOTKINS: I would like to ask some questions. 
THs CHIR: aly: Go ahead. 

MR. PLOTAINS: Petoreiesk those, Lb thank. a7 


Moulae De relevant for me to voint out certain facts. 


TH2 CHalRiiN: Wr Plotting. you cannot de thas. 
MR. PLOTAINS: In conneetion with this matter 
Om aeienece 

THE CH:zIRMAN: Mr. Plotkins, we will always 


be glad to hear you as a witness but when you are acting 
in the field of examining counsel for your companies 
you must just ask questions. Now, no one is shutting 
you off. If you want to give evidence you go into the 
box and give it like any other witness and submit to 
eee een netion. When you are ooeuny ine the field. of 
examining, just examine, they cannot be mixed. 

MR. PLOTKINS: All right, very Well. 

Mr. McGrath, in runcing or in 
handling your position in the company, @re you guided by 


any written instructions in the matters of policy insofar 


rhe eis CRE ee aos Cann 


v ire ¢ é AS Nie s an Who A ia a» 
Pa 4. Te 


Z¢ 7 \ or ry pe - P aL 
i F) ray 7 ‘ ; 
' 4 
% 7 
: meri iy re 


Yow Vee vine: nay seater te ont 


ry ey qe 
A 
“| ae 
’ is ie: a‘D 
. é ae aes = 
a 
>» Ah 
‘ . py i 
ay i ‘ 
‘ > ’ 
By 1, oes y 
2 Fre ow i 


me anti | 
cae ar § K is u Nas Ta we Cy aah 


PEE BES er Bey Pt os tigre, 


oan P if ety * wee trae te oe ne oe +6) : < 
ae ; a aa 
ir oe ind rhe here ped ry 
me wen: Mees Ia OO A ek ee 
: . 
; os x ioe ’ 
Shea " le 3 
a tet 8 ‘fs 
i ae + 
eee, | En AD : i et a 
aes 1 ce a 
ong Sa to a? ' ey (heck ee a 
vega mrs : ~ bela ih 
* : Lior . Te Ne y 
os A Me ‘ is ‘ PU amen, Val sens tos 
i i. es } a ~ _ “) font 
i De mph FORE ba mh RSVR ND i co 
“ym re | } ; ‘ if 
f ye : as - i my a Os ne as 
ai Preheat Re Ye an Ud aes toe? 
hoes, Se take é nae iv ah ‘aces 


' ay . : be ; an aa * 7) ad a 


oe 
i 1 iy 
eer 
ees ee i 
e 

ye ‘ : 
NJ L i H ; i | 

eu a) Serpe = we red ; oa) wi SahoAR ve 

pervert 5: yse: Duc. Tagg 6a a : 46% ite 


y me ee, te 
: Se pel Rai ied oe ie ist te i ay 
re 4 \ ro" Pee 
x Te ieee Rae ey } ne a ip o lay oe ay Bit ope 
ee eee gears ghia e. See ee See ; 
mar eval Cy any f diay iy pe: & 
So ee a Lou pt tw, mibiietee oe 


e i Bre es Pe! as ¢ z rae cep “5, 
@ piitus bas bese Meee ie OaEE neue 
ay j ’ Ar awe { rey 
i es oa AREA WNT qe gas Cate py SP. ehh ee ees yer Ais bxge 
». b.ef? sve wit FOO dene meses ee om a 


‘ Re OR a el a OE ee 
Bae eR Gy oieret Chee aytl Soar te aga oa ON Ph bsaeat 
' . . ai - La) oe 
aie ra z ; er ity ane 
5 J a ee ad ‘ es 


Pe dak: " Sieve = eo hisde Be t ss 
ae ON RRC a CoN: aa pei a 
; 5 : f seit 
(50% COV . oa f . 
i. ' on - : 5 
i: 


Re renee tear SEE. isaetirs h  h a ae eS en ~ ae, “ig 
org» povear > Tee » a yy. 
Pa Sirs ES Ag tf Fs JS) ¥ | ee ae - 


a ; 
RSIS id rte Oe Ne Satan rr ¢ les tyne ea f fice cert 

qe oot im vot ere , 7a gcne “Alo det ‘note wre ee ‘Sat fee 
eee Rk eee Shae rare 

eeRds ci Yodkdeu. to. mestt me oad tome ah od be tae. wae 
Lay , « 


James McGrath. _ 75927— 


as they affect your department? 


A kersonally, no, 
Q You have no book in your department purporting to guide 
the actions of your department according to a set narent 
standard, a standard set by the parent company? 

A Mrs FLOtkings, you. being in the oil business, you know how 
Quickly conditions change. There can be no book or set 
policy. 

Matters of general policy? 

I have no knowledge of matters of general policy. 

You have no knowledge of any record or any books of 
instructions in your department that would guide you in 
doing your work in conformity with the other units of the 
Standard Oil of New Jersey in any other part of its 
Duspacss, ‘SO As to meke it uniform? 

A Thats Li eh. 

Q iW prscti cee 

A Baa aS @Tven v.. 

Q, Is there any such? 

A Piere ys wo. Such record, 

No such book in your department? 
A In my department. 
So that you have to deal with matters as they arise? 
aN heel. 
q By the method of consultation with the various departments, 


in other words, in order to ascertain facts, when a new 
situation occurs such as the one you have just given us 
a picture of, you are then compelled to consult other 


departments so as to get the information and accurate 


; e 
information and arrive at a figure for your oharts’ 
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fe Er 


we are under the direction of ir. tieCloskey, ind we take 
our orders from Mr. iieCloskey. 

Pw aL Out one TO you, ih would be necessary for) you sto 
know the netback to each refinery for a barrel of product? 
Just what do you mean, Mr. Vlotkins? 

The refinery netback; in other words, what would the 
refinery receive in dollars and cents for a barrel of 
Turner Valley crude processed and turned out into products? 
This is dealing with prices of raw material,. there is no 
price’ of products considered in this. 

In this set-up you have not-considered prices received by 
the minufacturing department? 

By the sales department, no. 

By the manufacturing department? 

No, the manufacturing department makes the products and 
the sales department sells them. 

So thst in these comoutations you have not concerned 
yourself with what a barrel of crude brings to the company 
at any one time? 

No, this here is what Turner Valley is worth in comne tition 
with campetitive crude, it is raw m'teri-l, the cost of 
raw material, which has nothing to do with the selling 
price at all. 

Well, then, if that is the fact...... 

TH CHATR.AN: | - Of the same gravity? 

Yes, the same quality. 

MR. PLOTKINS: How were you able to value the 
difference in gravity? 

By the difference in the products in the crude. 

You must place some value on thase? 


In making the same barrels of gasoline, the same parrels of 
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kerosene, and the samé amount of distillate and the crude 


Nas an AVerace OF heavy fuel. i... 


Q And what value have you placea on that? 

A The marginal value, that is the lowest value we can sell 
praia B60 pager 

Q Then you have taken into consideration the selling price 


of fuel oil? 

A In that case, yes. 

So that selling prices influence your calculations, to 
that extent? 

A Po the extent of fuel oil. 

Q However, for the benefit of this Commission and I would 
like to know too, so that I can intelligently question you, 
how can you make calculations on the different values 
in terms of gasoline of the Turner Valley crude as against 
the Illinois crude, if you do mt take into consideration 
values? 


A Ue eruel ji. we take the difference in value of Dual oil. 


> 


iymenn 31f you do not tike junto eonsideration the value of 
the refined products? 

A Because we make the same barrels of products from each 
crude, except fuel oil. You have a heavier crude and 
there is more fuel oil in the heavier cruce. 


So you have estimated that a barrel of crude will make 


& 


so many barrels of the standard products? 
That a barrel of crude will make so many. 


So many gallons of gasoline? 


> 2 


Yes, and the rest of the products. 


TH. CHATRMAN: Other than fuel oil? 


Yes, all products to meet the market. 


O&O Fr & 


Other than fuel oil? 


gy mite bar get ra ics 


it - . t 
ioe * ’ 
\ 
F 
ok’, tidiod Bh eeu 
{ at" care 
oe. Kee Or ai" 
A asi ‘ i 
, 
; 


ie a, i hens ale b * i the, ih st 


Pe 
’ & . Me! Iw y ’ abs re 
- J é hee 
i i 1 ee i 
‘ x + ¥ / , ai 
ee emg i tacts chy | Gaines ae ge ire sition 
SIME sized ai tac aa CY a aie PY Ue anne vis Sad cal 
; Pe yl MD ae : , Cee eae ; be we 
H 
b # i , 7 4 
aoe glee cw x A . he 
is eee 3 j 
' 
i ac we ; x , 
SL ; Maury, phy Winco 
Ree, ‘ hy Wage Chives Peers 
M ” 4 
Dia eras | it yey ahh ee 
Brit eee he oi . rh hen fh ake y 
ap a : ipa Sade WE La! . 
by = 2 ae Deas 
= Mies oe i ia 
Peete earn! c he 
Meret he : Puy ay | ene 
1's i 
 - 
Ri L 4 4 é 
Shay BP Zee bd sah ae On AAS 3 
ie ih OS ea a BA ath pate Ns Sa son : i hte tiniest 
re eget pei: Rue Abe iis ata Tye NEC ce dss : 
2 Wey Vv a ms aA Se nee eee a ee te i 
Late be he 
ir. MY é ; Ae ae ee 
rid ek: Ns, 
i meee 
ne ) ‘ j ne 
> s 
«ae 7 f - 
¥Ge { iy 7 
eg f \ soy ue 
) : sats aul ag Li". 48 ‘a3hw. 
a rears ‘ ee wd Hed tee che tae “ 
ae be he re Peat peas) é — * 
: : *" rime 
Bear Liu >! Loe nd zB bia penany ae 
rae ad \ iat eae ine Nose ee ek ga i > Soe A ae Me 
he Pe . = = x re So ‘ Cae, a ae ; 
“ Wigtc ia ¥ 
‘ Te A 
on bas eas 
Nee in 
CLAN fe a zi 


ad ite 4 


ois <* ud ie 
yf 30 fer. ae ee 
| Rice 


Reto Pes. gant: : 260 | eh es 


“ he ” 


= 3 7 
: alli) ene 
a! a or 4 Z af a i 


James meGrath. ~39350- 


» 


A Yes. 
MR. &LOTKINS: Tt understand. Now, then, you 
are assuming that a barrel of crude from Turner Valley 
and fran Illinois will. make a proportionate amount of 
gasoline, kerosene and distillate? 

A Thetei sori ght. 

Q Alike? 
Make the same barrels, that is, a greater nuwnaber of barrels 
of Illinois will make the same amount of gasoline as a 
lesser amount of Turner Valley. 

eh Insofar as gasoline is concerned, I follow your argument 
and calculation? 

A LOS. 

Because in the process you can transform every bit of that 

coude, snd I°went «you to tell me if that 18 correct, into 

gasoline and fuel oil? 

That, is correct. 

But you cannot control the process so as to make so mum 

gasoline or the equivalent of a comparable quantity of 


gasoline and distillate out of another barrel of crude? 


A Oli Ves, .you can. 

q You can? 

A Yes, 

me Voueare assuming tn your caiculetion? 

A Yea. 

Q That you can take a barrel of Turner Valley and produce 
more gasoline and an equivalent amount of kerosene, an 
equivalent amount of distillate and more tye) Se 
that your method of computation? 

A Well, when you say more gasoline... 

Q, Yes? 


A Then what comparison have you got to make? We run the 
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crudes to suit the market, that is to balance the market, 
whether we make it from serene erude of Itiinorse Panne ee 
Turner Valley crude. 

So what you are showing, in fact, through your charts, 

is that you are converting a barrel of Turner Valley and 
a barrel of Illinois crude into the required amount of the 
different products to suit the market? 

Both crudes to suit the market? 

Yes? 

Mes: 

That is what you are showing in fact through your charts? 
That is correct. 

SO when later on we deal With barrels, we Will be able to 
eonSider that the quantity of kerosene recoverable from 
Titinois or) fron Turner, Valley for your purposes is the 
same? 

The barrels daily are the same. 

Yes? 

But the barrels of crude are different. 

THE CHAIRMAN : I do not just knw that I follow 
this and I want to. You give a price of $1.15 for 
TiTinOLs 7 

Ye Se 

Pepmeerrsi 

Fer eerie: 

Now, in the making of sasoline that will make as much 
gasoline as one barrel of Turner Valley, will it or not? 


No. one barrel of Illinois erude sakes the same oroducts 


’ 


excent heavy fuel oil as .8°7 barrels of Turner Valley. 
.887 barrels? 


.887 barrels. 


and when you are comparing the ~rices oaid were you taking 
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that into account? 

Yes. 

That is what I wanted to be sure of? 

Mes; that Ve right. 

MR. PLOTKIUS: So that for methods of comparison 
we disregard the relative contents of gasoline and 
distillates in the various crudes? 

I do:not follow you, Mr. Plotkins. 

Well, you have just told us that you have reduced the two 
crudes to a common denominator, so many barrels of products 
as required by your markets and so much fuel oil anc velued 
them accordingly, that is what you have done in these eal- 
culations, you have said a barrel of Illinois crude as 
against a barrel of Turner Valley crude is worth so much 
money and the reason it is worth so much money is because 
there 18 sO.much: more fuel oil in:that barrel of crude, 

the rest of the products:are equivalent? 

Make the same barrels per day from the different barrels 

Oo erie. 

That is right? 

Yes. 

So that for questions of valuing, the relative values of 
the different products does not enter into it? 

It does not. We make tke same barrels from each case. 

You understand that is important when we come to deal with 
the marketing end? 

The selling price. 

I am taking the Chairman's cue in respect to this information. 
TH=, CHAIRMAN: Well, hardly a cue. 

MR. PLOTKINS: Or suggestion. 

VR. FRAWLEY: Where angels fear to tread. 
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MR. PLOTAINS: At the time that the Imperial 041 
Limited posted the price of $1.30 for the 8.9, that was 

on January Sth, 1938? 

Yes. 

Were you in charge of this same work? 

ft Was notv.in charge of it, no. 

You were not in charge of it? 

No. 

are you acle to give us or to give any information es to 
what factors were taken into consideration at that time? 
It is the same principle as we have anplied to-day. 

The same principle? 

Yes. 

Now, at that time can you td li us what fields were in 
direct competition with Turner Valley crude? 

The Mid-Gontinent crude in the east and Cutbank crude in 
this area. 

For the present we will disregard the Manitoba market 

and deal with the rest of the markets and insofar as the 
importation of Montana crude is concerned, can you tell us 
what price at that time, what was the posted field price 
of Montana crude or Cutbank? 

I do mt kmw what the posted field price was. 

Gan you refer to anything? 

To, according to the magazines there has not been a posted 
field price for some time, it was taken out about November, 
was it? 

Welk, on January Sth, 1938, was there a posted price for 
Cutbank crude? 

Not to my knowledge, Mr. Plotkins. I do not know, 

I will look it up. I apparently do not see any published 


pipeline price for Cutbank crude on January Sth, 19358. 
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Have you any records which would tell us about that time 
What the posted field price was? 

No, I have not. 

You have no records of that? 

No. 

Well, is it reasonable to infer that at that time the price 
paid or the posted field price, prevailing price, was 
nigner than it 1s at this. time? 

The posted, I do not know what the posted price was, Mr. 
Plotkins, or if there was one,I do not know. | 
But at that time the Imperial was buying, was still buying 
some crude in Montana? 

In January? 

January, 19358? 

No, I do mt believe they were. They started on Turner 
Valley crude in Regina about October or November,or 

I believe, and we had a stock of Sutbank crude on hand 

at the refinery and some, I believe, at Coutts or some 
place, before, and we ran that all out, but We have not 
bought any since then. 

I have followed the Montana Conservation Board figures 

as to exports into Western Canana and if my recollection 
is correct, it was a considerable, a respectaLlle quantity, 
and you say that the Imperial, 1 am not saying, it may 

be that other companies imported it, but the Imperial, so 
far as you know, did not import at that time any 
anpreciable amount of crude? 

No, sir, I think a small quantity of Pondera crude, I 
think probably about 150 barrels a day. 


At that time the Illinois crude was not available, was not 


a competitive factor? 
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Not the new field. It has just come in. 

In your charts, you have used in l, 2 ana 3, the figure 
of 80 cents and 90 cents and $1.00 for Cutbank crude? 
Yes. 
is that your idea, or your company’s idea of what the 
Impsrial could buy its requirements in Cutbank for at this 
time? 
The opinion of our people is that we can buy the Regirma 
requirements somewhere under 95 cents oer barrel. 
Somewhere under 95 cents per barrel? 
Mex, 
Now, have you anything to do with the buying of crude? 
No, I have not. 
So you are not in a position to say anything about that? 
No, Luan not. 
You mentioned in your testimony that Illinois crude could 
be purchased at 60 or 61 cents? 
According to the National Petroleum News, yes, thzt is where 
I got that. 
That would be for s*all amounts, what would in the trade bc 
known as "spot purchases"? 
I do mt know the quantity. 
But can you tell us if your company went into the market, 
in the Illinois field, and endeavoured to contract for 
six thousand some barrels, which you would require in your 
REZine TeELIner y vrei es 


Illinois crude, Hr. Plotkins? 

Yes, I am assuming that you are even displacing Tumer 
Valley in the Regina refinery for the present, could you 
go into the field, into the Illinois field, and purchase 


on a contract over a period of time any such quantity at 


60 or 61 cents? 
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A Well, I do mt like to pass my opinion on a Supposition, 
Mr. Plotkins. 
C, Well, you have a wide knowledge of crude conditions as they 


SILO Gites (oe: 


A Our comnany has. 

Q, As they affect the operating ? 

A Our company has, not versonally. 

Q You have no knowledge as to what conditions you would have 
Ce acer at youmere suddenly (to drop into the Tilinois 
field and wanted to contract over a period@ of time? 
Fersonel ly, no. 

So that these :figures of 60 and 61 cents are plain 
supposition? 

A It is an indication from the National Petroleum News. 

Q Now, when you said that, or when you allowed in your charts 
so many cents per barrel for extra treating? 

a” .. YS. 


1) And leading? 


A Yes. 

Q Where did you get your information as to that faot? 

A From the operations of our refinery. 

Q Your refinery where? 

A At Regina and Calgary and Sarnia; treating the Illinois 


erude at Sarnia, the Cutbank crude when we had it at Regina 
and the Cctbank crude when it arrived at Calgary as compared 


with treating Turner Valley crude. 


Q Are you familiar with the treating cperations in your 
company? 
A No. I am not. I do not know anything about the details of 
? 
them. 
& You are not in a position to discuss whether it is economicall 


correct or sound to say that it should cost that much more to 
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treat Turner Valley as against Mid-Continent or against 
Cutbank? 

Well, I suppose our refinery superintendent will treat it 
as economically as possible. 

So you must have consulted some official in the refinery 
department, or the refinery department itself, to get these 
facts? 

No, that is our cost in Calgary, that is what they report. 
AS Supplied to you? 

eS | 

By the refinery department in Calgary and Regina? 

Phat Lsa rene. 

imperial did not post any »vrices in the Cutbank field when 
it was ourchasing crude, do you know? 

i do mt know. 

You do not know? 

I do not know. 

Are we to understand then when the Imperial was making 
purchases of crude for their western Canadian requirements 
that they were paying the prevailing posted field price 
at Cutbank? 

Well, I do not know the details of that, Mr. Plotkins, and 
I cannot answer that, I have never seen the invoices. 
When you were making computations for the purposes of 
commaring values between Cutbank and crude from any other 
field then av2ilsble? 

Yes. 

At that time? 

Yes. 


You would naturally have to know the cost of the crude in 


Cutbank? 
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Theat tS yVent. 

Ang would you not reasonably assume that that would be the 
posted field price at Cutbank at the time you were supplied? 
if we were paying the posted field price I think it would 
but I do not know just what we were paying. I presume we 
were paying the posted field price but I do not know, 

You presume you would be paying the posted field price? 

I presume so. 

No you know who you were purchasing from at that time? 


No, I do not know. “Mr. Waylor did the purchasing for us. 


If I suggest to you at that time the Imperial was purchasing 


its crude requirements mainly from the Texas Company 
holdings in the Cutbank field, would that, would you agree 
with me? 

No, I do not know, no, I do not know, I have no kmwledge 
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(Page 3939 follows.) 
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James McGrath. =O Jo0= 

Gc Then when you were making the computations in these 
charts on the basis of 80 cents for Regina and 90 
cents for Valeary or o1,.007 
No, it was $1.00. 

a Were you assuming your Company sould go down to the 
Cutbank field at that time and make two different 
prices? Or one price for Regina and one price for 
Calgary? 

4 Oh no. Turner Valley is in Calgary to stay. Outbank, 
I do not imagine will ever ecme into Calgary. 

Q It will never come into Calgary? 

Unless something happens to Turner Velley. Now we are 
dealing with tegina. ‘le ean go out, and in our opinton 
buy Gutbank crude for Regina somewhere under &5 cents. 

Q But you see you tell the Commission that the reason 
the price is $1.20 or 1.30 for a given grade, is 
because of the average? 

A Yes), sbhet, is, right. 

Q The price you can afford to pay for the onrerstions at 
Calgary and Regina, and even taking into consideration 
the Manitoba market? 

A That is correct. 

Q Now when the Imperial was refining Cutbank crude, it 
was faced with exactly the same situation? 

A No, Mr. Plotkins. There are two fields now. There was 
just one at that time. 

Q True, but I mean economic considerations? You were 


faced with the same factors thet you had to provide 
for your marketing set-up in the Regina territury 


and in the Calgary territory, and in competition - 


oor 


T=2 
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and did not necessarily allow you to get enough to 
cover the extra charges - but in competition with 
Other retail prices, did not necessarily allow you 
sufficient to take care in that of any extra charges 
that might be necessary to lay down the Cutbank 
crude into Regina? 

A You are talking about selling price. I am not prepared to say 
and I do not know anything about them. 

Q I am saying in your computation now, you reviewed two 
factors, one for the Calgary Refinery and one for the 
<egina Refinery? 

vy That is right. 

Q And quite properly, and when the Imperial was purchasing 
Grude in Cutbank it had the same considerations to 
face, the same factors to face, and it accordingly 
had to make up its mind how much it would pay for crude 
in Cutbank’ 

A It depends on whether it was a buyer's market or a 
seller's market, Mir. Plotkins. 

Q Then your contention is that irrespective of the 
conditions prevailing in Turner Valley, in your marketing 
set-up, in your marketing operations, that the Imperial 
Oil - that you went to the Cutbank field and paid the 
prevailing field price. Is that what I am to understand 
from your remi.rks? 


A Vell I do not know as I told you before. I have not 


seen the deteils. 

@ How long have you been in charge of this particular work 
With the Imperial Oil? 

& The last few years. The crude oil department, that is 


a separate department, handle the invoices for crude cil. 
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I have not seen those. It is more statistical work 
that I am on. 

I am not concernea so much with the price of crude 
oil as 1 am with the mechanics of arriving at the 
value for crude oil that your company so precisely goes 
Into. and) CuIt exproperLy. Who is the man in your 
organization who can tell us at what prices they 
purchased crude oil in Montana previous to the Turner 
Valley crude being purchased? 

I think Mr. Naylor would be more familiar with that. 
Mr. Naylor would only be given instructions that he 
could afford to pay so muehs Mow someone in your 
organization has calculated the value of that erude 
to yotl, and then Mr. Naylor was instructed that he 
could go end pay so much and contragt for so much. 
You are the man apparently who, at this stage, has 
helped to decide the value of the Turner Valley drude 
@s compared with ather competitive erudes. Now 
Someone previous to January Sth, 1938, made these 
calculations for the guidance of your Company. Were 
You the man? 

No, I was not the man. 

Can you tell us who would be the man who would make 
those calculaticns? 

You: mean decide the price Mr. Naylor paid? I do not 
know what Me. Naylor paid. First of all we would have 
to establish whether he paid the posted prics, and 

the rest is supoosition until we know that. 

THe CHAIRMAN: The suggestion is, Mr. 
MeGvath thoveh, that someone gives Mr. Naylor his 


instructions anc if sc who is eGo 


ae 


a 
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A The crude oil department in Toronto gives Mr. Naylor 
instructions to buy so many barrels of crude. TI do 
not know anything about it. 

a) Or whether they give him instructions or Limitations? 

A Now I ‘donot knows 

Q Who would know, in your organization? 

A I presume the Crude Oi, Department. 

Q. We cannot ask the Orude Oil Department to give evidence. 
Who? “het human being would kave that knowledge, if 
you Know? 

A Vell I presume liar. John R. Simpson would be the man 
that would have that informativn. He passes the 
invoices and that sort of thing. 

Gy Ma.PLOTRIVG: Might I suggest to you 
that the reason you do not know is that that figure, 
Whetevyor 15 1S,)is given to the Imperial O11 from 
New York, by the Standard Oil of New Jersey’ 

L bex pardon. 

a I am asking you, not making a suggestion* 

A That is the reason I do not know. I say I do not know. 
That ends it. 

Q You say you do not know‘ 

A I do not know. | 

Q You dO not know how it is made? 

4 No»y. £°do" nots 

a Then is it possible thot that figure is not corputed 
2H ero COr 

a3) Iam not dealing with supposition. I say I do not know. 
I am under oath and I say I do €% know. 

q That is all right., You do not knows Th t is all. 


You do not know of anyone who does knows 
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James McGrath. -3943- 
Bs I mentioned “r. John R.Simpson. 
Q You told us iir.Simpson @.K.': the invoices? 
He is the man who deals with the purchasers of crude 
oil and he passes the invoices and that sort of thing. 
Q ho actually gives the instructions to purchase and 
SO FCs nO. PICO, ot Which... «6 evs 
4 I do not know about setting the price. 
Q So we ere going to have to find that out, who it is, 


before we can iutelligently weigh your calculations 
in the matter of these three reports, and the method 
that you applied to Turner Valley in arriving at a 
price. Am Il right in saying your computations are 
based on competitive factors? 

A That is right. 

Q And that these competitive factors do not necessarily 
originate in Canada? 

b Theat. is rieht. 

0 


When they are bevond the bounds of this country 


2 


it would be reasonable to assume that the Standard 
Oil of New Jersey, your parent company, would have 
statisticians and proper departments to weigh these 
different competitive factors. ‘Jould not that be 


reasonable to assume that? 


A I am not essuming anythinge I cannot assume anything 


if. I do not know. 
G, Where did you get your 4nformation from as to what 


could be obtained in Illinois or in the Mid- Continent? 


Wi ‘vine Tllinois crude now. We are actually 
A We are buying | 


buying it. We know what we pay for it. As far as 


Montana is concerned our people have evidence from 


+ -t tL » i at th 2 * * p 
people in that field what the situation is 
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James McGrath. ~3944- 

Q Now I will clarify that. Mr. Frawley made the remark 
or at least asked you a question in regard to Mr. 
heylor*<. position? 

Yes. 

Q It was said this morning that Mr. Naylor's position 
is manager of tne Transit & Storage Company, that is 
correct? 

A That is right, yese. 

Q And it was said that the Transit « Storage vas a sub- 


Sidiary of the Imperial Oil? 


A That is right. 


a) Yell is that correct? 

b That is correct, yes. 

& May I suggest to you that Transit & Storage is a subsid- 
jary of the Standard Oil of New Jersey and not Imperial 
Oil? 

A It is a subsidiary of Imperial Oil. 

Q Imperial Oil? 

A Imperial Oil. 

Q So that you say to the best of your knowledge that all 


the factors - all the weighing of the competitive factors 
originating in the United States or elsewhere, are taken 
into consideration and computed by the Toronto offices of 
your company: 

A That is right. 

Q And that is the information that they use in their 


calculation, and dnes not come from the ~tandard Oil 


of New Jersey, the New York 2ffices or any other offios 


of the Standard Oil? 
4 Not to my knowledge, no- 


Q Not to your knowledge? 
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James MoGrath -3945~— 

4h Not to my knowledge, no. 

Gj boes the Imperial Oil have agents and information 


services that would permit them to accurately gauge 
these various fectors, competitive factors, in the 
United States or in any other part of the world‘ 

A Agents? 

Q Yes, agents or officers, intelligence facilities and 
information faciiities? 


4 No, I do not think thet they have. 


ED) 


So that they would have to rely on the parent organi- 

zation for that service. It is no crime and we are 

not imputing any? 

4 “ell I do not know about that. It may be the judgment 

of the executivesof our conpany. vith their experience 
they probably are able to..... 

q Would experience necessarily give them true and 
correct information as to what is taking place somewhere 
else? 

A We are furnished vith periodicals just as you are as 
to the situation in different fields. 

Q You are now telling us your Company relies on these 
periodicals to get correct information* 

A No, but that is a source of information. 


That is one source? 


2 


That is one source of information, yes. 


It is not the only source of information? You would not 


Oo b&b 


take the figures that are published as absolutely 
accurate and just use them without going into them to 
find out if all the factors are properly weighed? 


4 That is right. No. 


Q You would have to have some other information? 
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James iWeGrath. -3946- 

A Yes, that is right. 

G Coming back to this question of the Cutbenk fiela, 
because 1 Heid Be ows vory important, you are Hot 
in a position to tell us who actually instructed Mr. 
Naylor - who actually did instruct ii. Naylor to 
purchase in the Montana field for the account of Imperial 
Oil? 

yy I -seid - that was handled by lir. John it.Simpsony in 
Toronto. 

He is the man who instructs them? 

v2) He is the man who handles that situation. I do not know 
the details of that. I have never been in that depart~ 
mente 

Q Now in weighing the values of Illinois crude es ageinst 
Turner Valley crude would you be concerned with thetcost 
of producing erude oil? 

A The “cost of producing crude oil? 

€. The cost of producing erude oil? 

A No. It is the cost to us. 

Q That is all right. Do not get excited. The cost of 
producing crude oil has not been given any weight 
in these charts of yours? 

4 tha trie right. 

Q So that if the cost to your company, direct and indirect, 
of producing a barrel of crude oil, or all their require- 
mentes.rather for this market is lower than the actual 
amount of money that your Company would have to pay for 
to bring in Illinois ar eny other crude, you could still 
disregard the posted field prices and weigh them in the 
light of actual cost? 

4 We pay the posted field price in Illinois, ir. Plotkins. 
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James MeGrath. 
Q I am not saying you do not? 


A Yes. 

Q But the Royalite Vil Company is a subsidiary of the 
Imperial Oil? 

A “e own a substantial interest. 


You own a substantial amount of that stock? 


£9 


That is right. 
If the Royalite Company, as has been disclosed in this 


Go & 


Commission, can produce a barrel of crude for 79 cents, 
and produce sufficient of it to take care of this liestern 
Canadian market, and if you add the factors you have 
added in these eomputations to the 79 cents as against 
the $1.30, would not the result influence the decision 
of your Company as to what they would tuy from some 
other field? 

A We as refiners purchase orude. we do not produce erude. 
‘fe purchase crude. 

Q Are you still going to maintain this fiction that your 
left hand does not know what your right hand is doing? 
4s refiners we purchase crude. 
You are not only a refining organization, but you are 
producing? 

A The Imperial Oil, no it is not. 
Mi. NOLAN: Oh no. 

q MR... PLOTKINS: The Imperial is not, through its 
subsidieries,y a producing, refining, transporting 


and marketing organization? 


4 The Imporial Oil is not a producing organization. Impe rial 
Oil. 
Q Vell is it not through its parent company and its sub- 


sidiaries a completely int3grated organization? 
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B ve are talking about the Imperial 011. I am talking 
about Imperial Oil, a@nd we are dealing with the Imperial 
Oil. 

Q Ho, we are dealing with the operations of the imperial 
Oil aS @ component part of the Standard Oil of New 
Jersey, the parent company, becausc you realive it is 
impossible to dissuss or investigate anything unless 
you take the organization as a whole. 

A Then, Mr. Plotkins, it is not me you want to question. 
You will have to get someone to question on these 
problems from the Standard Oil or the Imperial Oil 
or Royalite. I am Imperial Ofl. 

Q You in making these cemputations agree you have not 
taken into consideration custs. It is just merely 
the purchasing situation? 

ry That is right. 

Q You also told us that the posted field price is posted 
by Imperial Oil*t 

A That is right. 

Q And in posting that price they use these various factors 
you have given us? 

A That is right. 

Q In arriving at values? 

4 That is right. 

Q So that you still want to say that costs have nothing 
to do with...» 

Cost of production? 

Q Yes, cost of production has nothing to do with the 
amount of money that your Gompany will pay or hes 
nothing to do with where they will buy it, whether 


from this Company er from their own subsidiaries? 
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So F&F Hp & 


That is right. 

Don't you realize that is pretty hard for a man of 
average intelligence to assimilate? 

TH CHATRIVMANS | “ell that is an obsere-. 
vation rather than a question surely. 

Lia. PLOTKIME : _ In buying crude in the 
Tilinois field, would your Company not be influenced 

by other factors besides the ones that you have taken 
into consideration in your charts, in the computation 
of your charts, such as the possibility and probability 
of some of this crude, some of this Illinois crude. 
finding its wey into Vestern Canada, to independent 
refineries and influencing the market for refined 
products? | 

Mir. Plotkins, we pay {1.15 per barrel. I cannot answer 
On supposition. 

You say that is a matter cf policy and you do not have 
anything to do with that? 

I did not say it is a matter of policy. I say other 
factors than that have not been considered in these 
figures. 

So you would not be in a position to tell us whether the 
comparatively small amount of crude that your company 
purchases in the Illinois field would not be that much 
erude that might and in all probability does influence 
the market for refined products at the present time, 
due to temporary flush conditions in the Illinois field? 
No, I cannot answer that. I do not know. 

That is not in your department? 


No, I cannot answer that. 
Why do you use the »1-15 which I understand is the posted 
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field price in fact in the Illinois field, 
Theat is what we pay for its 
That is what you pay for it? 


was. 


And in your computetions a probable figure for Gutbank 

crude? 

Sb Because there is no posted price for Cutbank crude to 
my knowlddgs. 

Q Have your company to your knowledge made any investi- 

gation as to the possibilities of purchasing your require- 
ments in Curbank crude at the present time* 

A We have obtained evidence that it has been purchased 
for as low as 75 cents a barrel. 

Q True, but has your Company gone down there and made 
investigations to find out what you could buy 6500 
barrels a day for, at least for one year? 

A No. The determination is when you bay it. When you 
go down and make a definite.....-+» 

Q Is it the habit of your company to buy from day to day*% 

Do you normally expect your company tn go into the 

market and buy on spot from day to day* 


A I would not think ‘so. 


9) No, they buy on contract. 

A Well I do not know whether it is on contract or note 
They would not buy from day to day. They liave to be 
sure of their supp}ies. 

Q So they would need to have a definite commitment from 


the producer? 
4 That is right. 
Q Have you any experience in going out in an oil field and 


endeavouring to secure contracts for a definite period of 
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Jams MoGrath. 


time from any producer? 

A No, I have not. 

Q You would not know that inveriably they want the posted 
field price? 

A I would not know that. 

Q So that you are quite definite that theses computations 


have no relation whatever to market prices? 


A That is right. uxcept in the case as you point out of 
fuel oil. 

& And that is a minor matter? 

A Phat. 1s right. 

Q And that fuel oil is put in the value, and the fud oil 


is taken into account? 

A The difference in the quantity of fuel oil. 

& WR. PLOTKINS: And the value. 

A And the value, that is right. 

Q THE CHAIRMAN: In your caloulations that 
is what you have considered? 

4 a0eo tS yen. “Sia. 

Q Me. PLOTKINS: Assuming you were going down 
today to the Cutbank field and had oontracted for Gutbank 
crude for your Regina refinery. I am to understand it 
is not practical at the present time to consider the 
possibility of Cutbank crude displacing Turner Valley 
erude in the Calgary area. That is not within the realms 
of possibility as pictured in your charts. 

Because Turner Valley is heree 

] But in Regina you may be faced with the question of 

whether it would be more profitable to handle Gutbank 


crude as against Turner Valley? 


A That is rights 
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James iicGrath. 

G So that if tomorrow you went down to the Cutbenk field 
and made commitments for whatever time you saw fit, 
how would that oil be transported to Regina, do you 
know? : 

& Sither by tank car direct from the field or through 


the pipe lines to the bor’er and from Goutts over. 


q Do you know that this pipe line is no zenger in 
existence? 

A There is a pipe line there, sir. 

C There is a pipe line but it has been sold by your 
Company is not that correct? 

BN There is the, wh tis it, the Toronto pipe line. 

Q. The Toronto pipe line, I am informed - and I want you 


to correct me if you know - is also partly dismantled, 
and ip fact is now being reversed so as to take care 
of a newly discovered field and crude is going the 
other way instead of coming to Coutts. 
Io do not know. That is the Toronto pipe line is it? 

Q Yes, that is the Toronto pipe line. Now the Transit 
& Storage pipe line you say is not available? 

b No, the Transit & Storage company is not. 

Q So that it is only the two lines that went into Coutts, 


is not that a fact? 


y:) There were only two lines’ 

Q Only two lines? 

4 To the best of my knowledge, yess — 

2. There were actually three lines, but the Illinois pipe 
line has been taken up. I have seen that with my own 
eyes so we can disregard that? 

A Yes. 


Q There are only two other lines, or there were? 
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James McGrath. ~3953~ 

yy Yes. 

q If you eliminate the /llinois pipe line? 

A Yes. 

Q And neither one of these lines is available at this 
time, so you would have to ship all the way from 
Cutbank to the Regina refinery‘ | 

A There is nothing to prevent us from relaying that 
line, Mr. Plotkins. 

Q Do you consider that your Company would relay a line 
for a temporary situation? 

4 Well it might not be a temporary situation. 

Q Well in the light of your experience would you not say, 
under what you have already told us, that tne economics 
of the situation would force a condition in Turner 
Valley where the Turner Valley producer’ would accept 
less for his crude and compete? 

I do not just follow you there. 

Well now, it would be temporary if there was crude 
available in Turner Valley, and it was pressing on the 
market. As soon as that crude available in Turner 
Valley came dovin in price, it would displace the 
Montana crude? 

A It would cqual the Mcntana or it might come lower. 

Q AS soon as it came to the price..... 

A aqual or lower. 

Q So that your company would not be justified at this 
stage with the Turner Valley development as it is today 
in going into the Cutbank and even considering relaying 
the pipe line? 

A Yell that ie your opinion. 

Q For its Regina re quirements? 
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That is your vupinion. My opinion is I do not knov!e 
Q You think that would be a reasonable proposition? 
A I do not s@y it woald be reasonable, but it is a 


probability. 

Q. It is a probability? 
Yes. | 

Q° THE CHAIRMAN: Who would provide you 
with the information as to the cost upon which you 
base your figures? The cost of transportation? 

A We used the same rates we had at the time we were 


purchasing this crude down there. That is all we 


have. 
8) For transportation? 
of That is right. 
Q And if it should be so that these pipe lines are now 
not available, it would be a very different picture? 
_4 Well I do not know whether they are available or not. 
lly, Plotkins says they are not available. I do not 
know. - 
Q Maer LOTKIN Ss Well, Mr. MeGrath, 


you came here tc give the Commission definite information 


on which to base their judgment. 


THE CHAIRMAN: No, Mr. McGrath came 


here pursuant to a specific request, and he is giving 


information within his knowledge. Perhaps there should 


be other witnesses and so on. That is nefther here 


nor there. That is not Mr. McGrath's fault. He will 


answer anything within his knowledge, and beyond that 


he properly refuses to answer. 


Q ies PLOUIKING: Would you not make sure 


before ent ering into all these calculations as te what 
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James McGrath. ~3955- 
the conditions were that now prevail at Coutts and 
Cutbank and so on, so as to givo us figurés that 
would be possible. In other words, you have made 
your computations on the basis of the prevailing 
conditions at the time you used mostly Sutbank*‘ 

4 Yes. 

Q But now conditions have changed? 

A Yes. 

Q Now were you not in a position to ascertain that before 
you came here? 

A “Well I was not aware that there was no pipe line into 


Coutts. I still think there is a pipe line into 
Coutts. 

Q You still think there is? 
Le Ss 
TH! CHA IAMAN: That is a matter easily 
established, I suppose. 

A You can establish tht. 

@ He PROTEINS So if there is not your 
computations would not be accurate to the extent of 
the laid down cost of Cutbank orude in leginat 

4 If. 

Q Yes, if. Thet is what I am saying? ‘ie will have %t9 
find out. 

Mae, FRAMLSY: There is a statement, 
lip. Plotkins whieh has been sent up, that the Montana 
pipe line, connecting with the Imperial pipe line 
from Cutbank is still intact. 

Pee Seri 62 That is correct, but it 

has been sold to 4 hans company with instructions, 


or at least one of the conditions of the sale is te 
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immediately tear it up. 
THE CHAIRMAN: Well that is a matter 
of being established. 
MR. PLOTKINS: It is not now available 
to the Imperial Oil. 
THE CHA IRMA: If you can provide such 
information it would be of interest, Mr. Plotkins, 
by Someone who can swear to it. 
WR. PLOTKING : would a letter from the 
parties that purchased, offering to negotiate for 
certain matters in connection with this property be 
evidence? 
THs CHAIRMAN: I suggest if you have 
that information you discuss it with Commission 
Counsel. 
Ma. PLOTKIN: : All right. 

Q So that Mr. ieGrath, irrespective of any prioe changes 
in the refined markets, these computations would stand? 

A Yes, this isthe cost of Pein eae 

Q iven if the price of gasoline went up or down in Regina 
or Calgary or ‘linnipeg, it would not affect... 

& This is the cost of raw material and it has no effect. 


I just want to establish that plainly so there is no 
dispute about it later on. AmI right in saying you 
made the statement that the Cutbank field was pro- 
rated to 257% 

That is my understanding. 

That is your information? 


Yese 


‘here did you get that information? 
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I heard that in our offices in Toronto. That is what I 
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James McGrath. 


was told. 
q You did not consult Mx. Naylor or anyene in your 
Company that would be in a position to give you accurate 
information? 
& Personally I did not consult Mr. Naylor, no. 
q Or no one in your department assisting you consulted Mr. 
Naylor? 
4 No. 
Q So as to establish the true facts? 
A We were told by lire MeGloskey that that was so. 
Q Mr. who? 
JA fur. MeCloskey. 
Q You have no knowlsdge of the internal conditions of 


the Gutbank field? 

A No, I have not. 

Q So that we are not ina position to intelligently 
discuss, or at least I am not in a position to 

intelligently question you as to the value of 

your statement as to what you can do and what you 
cannot do in the Cutbank field, as it relates to 
Gompeting with Turner Valley. 


“ell IL said thet was the information our Compa nyeree. 


Q You have taken into consideration only the posted field 
price in your computations? 
Of Illinois crude? 
‘No. all crudes? 
Illinois cruds. That is what we pay for the crude. 
Similarly in Turner Valley is what you pay. I scan 
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the posted price for Turner Val ley crude is what 


you are paying? 
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A Ve are working out here the value of Turner Val Ley 
orude. “6 are not talking ebout the posted price at all. 
It is the value. It is working back to esteblish the 
value in the field for the three areas involve@. 

Q. And this value has no relation to the oust of production 
either in the Illinois field or in the Turner Valley 
field? 

bs No.» There ts no consideration taken of production. 


@ So that the crude must find its market, according to 
you on the basis of competitive walues? 


I vould imagine so. 


Q And cost does not enter into it so far as these computa- 
tions? 
A Cost of production does not enter inte these computations. 


8 Or the posting of the field price? 

A In Turner Valley 

Q In Turner Valley or anywhere 6} se? 

4 In Illinois it is what we pay for it. 

Q However, I am asking you....e.. 

A Oh, I see, in establishing the posted price. I do not 
know how that is established. 

@ Have you anything to do with the establishing or 
determining of the posted field price, with your price 
that the Imperial will post in Turner Valley? 

A T have made calculations along thése lines before, 

Yes « 

And when was the last time you made calculations? 

January 6th, 

January 6th, 1938? 


Yes. 
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That would be after this price was posted, the last 
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James MeGrath. 
price change. This was posted January 5th? 
That is the time. Yes, that is the time. 


So that you helped, or at least you were instrumental.... 


L No, I was not instrumental. I worked on part cf the 


problem. 
VJhat part did you play? 
In the gathering of the figures together. I did not 


decide the price is $1.30. Tat Le juss & Getler Miss... 


(At this stage the Hearing was adjourned until 2 P.M.) 
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Ord 
i, 
THE CHAIRMAN: Any more quest ions? 
Re PLOTKINS: Yes my Lord. 


(Exmaination of ir. McGrath continued by iir. Plotkins) 


Q We were considering the making up of the pipeline 
price of January Sth, 1938 and you told usa that you 
had something to do with building up the information 
that caused the company to conclude that that was the 
price that was necessary to post, that it was advis+ 
able to post in Turner Valley so as to meet the com- 
petitive situation. 

A | I helped to gather that information. 

Q what did your help consist of? 

A Oh building up some of the data, a comparison of the 


use of crude and that sort of thing. 


@ And you were compelled by circumstances to weigh the 
competitive angle of Cutbank crude? 

A Yes. 

Q And you have no information at this time to give us 
how much weight you did give to this Cutbank orude 
Situation? 

Personally you mean. 

a) I mean in your computation at the time you gave a 
factor to Cutbank crude in the weighing of all the 
factors? 

A Yes. 

g That militated against certain prices in the Valley? 
I have not the details. 

Q But that was one factor and you would take that into 


considerat ion? 
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eid Spart."of the work, yes. 

Was there any other crude field or crude Supplies 

that you took into consideration, Such as Wyoming? 

No I do not bebieve so. 

EGU, donot eo ll? 

Cut bank crude displaced i/yoming crude. 

So at that time there was no other factor that you 
were to give weight to outside of Cutbank orude in 
arriving at the value for Turner Valley crude? 

And Mid-Continent crude for the Tast. 

And lhid-Continent crude for? 

The Hast. 

Yor the Manitoba area? 

Yes. 

so that it is your contention that the price as potted 
now was arrived at on te basis of the different exist~ 
ing prices and conditions? 

Thatiis right. 

On Cutbank,and in the Mid-Continent field? 

That is right. 

And no other factors were taken into consideration so 
far 8% your computations were concerned? 

That is right. 

But does that necessarily follow, that the company 
would act only on your compuations and would take no 
other factors into consideration? 

Ohno, - do noteknen; L-did not post the price. 

You are not in a position to tell us if there i8 any 
difference between what you felt by your calculations 
the price should be and what the actual price posted 


was, or what the actual price was which was posted? 
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I do not follow that. 

You ‘do not follow that? 

No. 

Well you were hot in a position to tell us Whether 
the price that is pested, that was posted in fact on 
January Sth, was the price that Hate valued Turner 
Valley crude at in your calculations, the samo ag 

you made them now? 

The statements which were prepared in our department 
showed that Turner Valley crude was worth $1.30 per 
barrel. 

That is the figures which you concluded at? 

That is right, in our departsent. 

That is your estimete, your computations at that time? 
The computations in our depertment, gir. 

At that time? 

Yes. 

Were the same as the scale of prices which were posted 
by Imperial Oil Limited in Turner Valley for Turner 
Valley crude? 

Trat is right. 

So that so far as you know there were no other factors 
considered, nce other competitive factors? 

Not to my knowledge. 

Not to your knowledge? 

NO. 


Would you have any knowledge of then? 


Well I dc not know, I do not know what factors yeu mean. 
Well assuming that the Texas Company for instance has 


become a factor in the marketing of ref ined products in 
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western Canada and their crude does not come from 


Turner Valley, their methods of Operation are dif- 


ferent and ycur company in order to weigh the ef- 
fect of their competition hue eee ds ot Go Che 
price of Turner Valley crude would have to take 
that into consideration? 

Well I do not know. I do not know. 

That is not in your department? 

No, that is not in my department. 

So you will agree then that there are other factors 
beyond your department and beyond tho computations 
that may affect the price of Turner Valley crude? 
Not to my knowledge, I do not Know of any factors. 
Absolutely none to your knowledge? 

No, none to my knowledge. 

Have you taken into consideration in your compu- 
tations in Turner Valley the possibility of sufficient 


crude being produced by independent producers and not 


bald to whe Imperial O11? 


This is the Imperial's pisure. 

I know but in considering. in building up your cone 
putations you would necessarily, of necessity, have 
to consider the possibility of crude moving below the 
apeld prices 

That was nob considered, cs», my calculations are based 
on replacement value of these crudes; the values which 
we have shown in these Chests represent the replacement 


value of Turner Valley orude. ie are buyers of crude, 


we are not producers of crude. 


You are not a producer? 
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The Imperial O11 is not a ween ate of crude. 

What: is the RoyalLite's function? 

I do not know. You will have to ae the Royalite 
that. 

Goming badk to your Jomputations, these three 
Exhibits, you have taken into consideration a figure 
representing the difference in cost of leading one 
gas as against the other? 

Tmt is right. 

On what facts or what was the basis for those figures? 
Our experience in running Cutbank crude in comparison 
with running Turner Valley crude. 

Are you then able to say that it is based on actual 
records? 

Phe te right. 

Running the two erudes? 

That..ig Pight. 

Well if I suggest to you that my information is that 
there is practically no difference in the leading of 
those Biter tities, would you be willing to sub- 
stantiate your statement or your figuring in there, 
by actual records? 

I will substantiate my figures by having Mr. Cottle 
review them. 

Review them, no. but there are operatirrmé records in 
existence at Calgs.y for leading both those gasolines? 
Tra t is right. 

And those would be the actual experience? 

That is right» 

And they can be produced? 
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5o as to substantiate your figures? 

Yess 

The same applies to fuel oil, as to the recovery af 
the amount of fuel 011, which is recovered fron the 
two crudes? 

Tat is right. 

There are records available? 

That is right. 

And they should or they can be produced so as to 
verify your tasis of computation? 


That is right. 


e 


Now in calculating the laid-down cast of a barrel of 


crude from Cutbank to Regina, what freight rate did 


* you use? 


70% cente a barrel. 

705 cents? 

That is right. 

From where to where? 

From Cutbank Station I think. 

From Cutbank station? 

To RKRegina. 

Can you tell me what that ‘s in cents per hundred 


pounds? 
No, I do not know the weight of the crude, the actual 


weight. 

I will just figwe it roughly am we will be able to 
go on from that. 
MR. FRAWLEY: Dia you say it was freight all 
the way from Cutbank station to Regina? 


TI believe it is Cutbank station, Mr. Frawley. 
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MR. PLOTKINS: What did you say, iir. 
MoGrath? 
703 cents a barrel. 


Well now that rate or at least that cost, caloulation, 
is based on a rate that iene longer a published rate, 
is that correct? 

I do not know. ode traffic department gave us tit 
rate. 

Did you investigate inte i+? 

No, I took the word of our traffic manager. 

Vell the rate in that computation is based on a rate 
of 26 cents a hundred from Cutbank to Regina and was 
a special rate given for, under certain conditions? 
Yes. 

That rate has now been withdrawn? 

Yese 

And you have no information as to whether it oan be 
re-established? 

All I can say is that our traffic manager gave me that 
rate as the rate applying. 

If I were to inform you that the Great Northern has 
refused a similar rate to cther companies since they 
tenis withdrawn this particular rate? 

Y6Ss- 

Would you say then that your computation would have 
to be revised on the basis of the new rate? 

No, no, I would, the traffic manager of our company 
no doubt took all things into consideration and he 


said that was the zate and that is what I have used. 


That you have used? 


Yose 
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But you are not prepared to substantiate it? 

I have the details to substantiate it, the traffic 
manager would substantiate that» | 
Well we cannot very well bring every official to 

find these things out and you have no papers, work- 
ing papers which woUld give you the information on 
what it was based? 

No. 

THE CiiA IRIAN: He did not do the work so 

he would have no working papers. He said the traffie 


manager gave this to him and he accepted it and that 


is all. 
ite PLOTKINS: Yes. 
iR. PLOTKINS: Unless yOu. i wikt pati 


this way, in order to check the accuracy of your 
calculations, especially as it relates to fuel oil 


recovery, it would be necessary to know the percen- 


tages or the anlounts of the different products tha% 


you aarketed, otherwise we would only be using as- 
sunptions; in other words if we want to check, if I[ 
want to check those caleulations as to the amount of 
fuel oil that ig recoverable from a barrel of Illinois 
crude or a barre. of Gutbank crude as against a barrel 
of Turner Valley crude, I am not in a position to do so 
until I have learned the amount of gasoline, kerosene, 
Gistillate, etc. which you are at present marketing 
from a given number of barrel of crude? 

Yese 

That is correct? 


Yes. 
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50 because the amount of fuel oil will vary in pro- 
portion to the amount of by-products thet you take 

off a given barrel-—~ 

I explained to you this morning, Mre Plotkins, that 

we are making the same barrels of products from a 
different number of barrels of crude. 

I understand that, but what I am asking you, in order 
to check the accuracy, it is not a matter of Opinion, 
it is a matter of what we actually do recover? 

Yese 

S0 as to verify your figures it would be necessary for 
you to give us the relative percentages of products 
that you actually do market or recover and market a 
a given number of barrels of crude, is that not correct? 
Yes, that would be correct. 

So if you said to us out of 100 barrels I will market, 
we produce so many barrels of gasoline, 80 many barrels 
of kerosene, so many barrels of distillate, therefore 
in producing that we will have so much fuel oil left? 
Yes. 

Otherwise we will have to take your word that that is 
the amount of fuel oil which i8 recovered from a given 
grade of crude, are you in a position to give us those 


figures in percentages? 
MR. NOLAN: dell now, that raises a 


question, and a very serious question. It isa 


question of the yield that we are able to obtain. 


MR. PLOTKINS: No, I do not want che yield, 


4¢ has nothing to do with the yield. It is a question 


of what they market from a barrel of crude and that 
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figure in turn is forced on you by market require- 
ments, is that not correct? 

Yes. 

MR. PLOTKINS: It has nothing to do with 
the yield? 

Oh yes, you run your crude to meet that market. 

True. 

That is right. 

But it has nothing to do with the efficiency of a 
given system of refining as against another one, that 
is your experience that you are basing those caleul+ 
ations on at the present time? 

It is our experience: 

It is your experience with the equipment which you 
now have? 

Yepo 

Lt has nothing to do with someone elses? 

No, this is the Imperial. 

So it is not disclosing any secret because these 
figures are available as a total from the different 
governments but it is not available in the form of 
what ae actual experience of the Imperial Oil is in 
the western Canadian market? 

Yes. 

And that is why I am asking if that would be avail-= 
able so as to give us an opportunity to check these 
values that you have placed on a barrel of Turner 
Valley crude as against a barrel of some other crude? 


Mr. NOLAN. Well my instructions are 


that that is a question of yield. I do not know 
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enough ab ut it to speak with authority and if it 
is, we are not going to give thaa to Mr. Plotkina. 
We have agreed with my frisnd, Mr. Frawley, and 
wre Cottle, that the working papers behind the 
computations herc and all of them are being placed 
at Mr. Cottle's disposal whenever he says the word 
and he will then be in a position to verify ana 
check these mathematics. You must understand, Mr. 
Chairman, that there are weeks of calculations 
behind these figures. ijhat has been attempted to 
be done here is to reduce this to a very simple 
picture, and perhaps it is not as simple as we 
thought it would be but behind that are working 
papers and a lot of them and I have agreed with 
Mr. Frawley that all of those papers should be 
turned over to lir. Cottle for the purpose of his 
checking, for the purpose of his analysis and that 
isp the understanding which i8 existing between us. 
Now this is yielG we are talking about and a 
understand it is, and I do not sxopode to give 
those figures to any of my competitors in thia 
business but I do propose they be made available 
to the accountant. to this Commission so that he 
can then check and ascertain whether the background, 


the method, the background ir the chart is right or 


is wrong. 


MRe PLOTKINS: wre Chairman, may I Say sonme- 
ne in that respect. I would like to point out to 


Mre Nolan that the Government of the Province of 


Alberta has a statute governing the oil business and 
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has in the past and at present compelled us to give 

‘hem detailed reports and has checked our yield and 

I do not know whether they have Similarly done, 

treated the Imperial, I woulda naturally assume that 

if we are forced to disclose, and by the way I do 

not see any secrets about it, the yield, I do not 

see where there is any private, ony information of 

a private or competitive nature. 

MRe FRA /LHEY: Let me understand that now 

gust so I will be clear, what branch of what depart- 

ment is it tliat checka the yields or the recoveries, 
Mr. Plotkins? 

wR. PLOTKINS: We are forced under a statute 

to give every month 

MR. NOLAN : Under the Fuel Oil Tax Act. 

wR. PLOTKINS: Under the Fuel Oil Pax Act, 

a detailed printed statement, I do now know what de- 

partment handles it but a detailed printed statement 

as to the amount of crude we process, what the re« 

coveries are, what we do with it because they are in- 

terested, and properly so under the present Tax Act, 

in knowing what disposition is made of the refined 

products that are taxable and under those circumstances 


I do not see where there is any secret and another thing-- 


THE CHALRMAN: whether or no, Mr. Plotkins, we 


need not spend all afternoon debating whether the 


evidence will be admissible or not because this witness 


Gannot give it. 


MRe PLOTKINS: Oh well he says he is using 


these factors and am I to understande= 
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THS CHALRMAN: He got them from other 
people. It is just like the traffic manager, he 
got them from other,people who are not here. 

MRe PLOTKINS: TI see. 

TH CHATRLUAN: ) That is the answer, is it 
not, Mr. MeGrath? 

Yes. 

a) TH CHALTRw. AN: [I do not think there is 
any doubt, Mire Plotkins, I quite sympathise with your 
CesiteOsmeake full inquiry, that is ours too, but 
there is no use pursuing it with a witness who has 
no personal knowledge because he, being on oath, he 
Cannot say any more than "I do not know". "I acted 
upon what I believed to be accurate information fur- 
nished me by responsible heads of different depart- 
ments in my company" and that is his whole story and 
we have to accept it while he is in the box because 
he does not know anything else. 

g mR. PLOTKINS: So that your calculations as 
represented on these three sharts or statements are 
only correct to the extent that your information is 
correct? 

A That is right. 

Q THE CHATRMAN: You have no persoanl knowledge 

of the situation in connecticn with the breaking up of 


a barrel of crude dil. have you, other than what is 


furnished to you? 


A No, that is right- 


MR. FRAWLEY: Of course we do not intend to 


go any furthe inthat-e J think in fairness I should 
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Bay that. Mr. ioGrath, so far as Mr. Cottle if 
eoncerned, I just want to say that, when we ule 
timately come to ie evidence more particularly 
relating to yields we do not want anytcdy other 


than Mre McGrath, do we? 


MRe COTTLE: No e 

MR. FRAWLEY; I just want to make that 
clears. 

THE CHAT. AN: wnen we come to that we may. 
MR. FRAWLE : h yes, the Commission may 


want to bring other people in. 

THE CHALTRwWA N: But at this moment all I 
am saying is that instead of having a long argument 
about what Mr. McGrath should know, the fact is he 
only knows so much ani you may as well forget the 
rest. 


MRe PLOTKINS: I realizs that. 
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Re PLOTKILS: Tnat se al), thank you, 
TH. CHATRAN : any questions? 
MR. HARVI:: I have no questi ons. 
TH: CHAIRMAN: Do you wish to ask anything, 


OQ -& 


LO 


A 


A 


Mr. Kolb, on behalf of the producers? 
IR. KOLB: NOV ire Lone y 

MR. FRAWLEY: | Mr. McGrath, is casing head 
being sent to Regina right now? 

Yes. 

How does it ¢o dawn? 

Tank car. 

By Pyarate tank car? 

Ves. 

Not with the crude? 

NO, by separate tank car. 

You ship cars of plant product or casing head down 
separately to Regina for its requirements? 

Pao AS) Tiegh. 

Has it been moving continuously since Turner Valley went 
TaAPste "to. Rezina? 

Not continuously, no. It moved last inter and it started 
last Fall, again, and it has been moving right along. 

There wes a period when they did not move at all? 

Yesa | 

4nd then they brought it from where? 

They have not brought it from any plxce else. 

There was a time when they did not use it, or do" you mean 
that they h2id storage? 

They had storage. They took a great deal in in 1937 and it 


lasted then over into 1938, and we did not require any until 


the latter part of 19358. 
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Q They need it in their refining operation? 

A Yes. 
Q It has never gone down in the crude? 

A NS, ib hasenot. 

Q, I mean in the calculations Which you have made they have 


been based upon the movement of the refined product from 
Regina to serve the Manitoba area by tank car? 
A heb s Tient 
By railway tenk car? 
Thetis rient.. 
and the railway rates, the freight rate on refined products 
is a much higher r>te than the rate on crude? 
Pnatvis right; sir. 


In fact, do you know offhand how many times the crude rate 


it is? 
A eae ate Vs LOO. to. 40. 
% 100 to 40? 
A yeas 
Q The freight on a tenk car of crude over a given distince 


is, and the freight on a tank car of refined products tor 
the same distance is as 40 is to 1007 

A That isright. That is to the best of my knowledge. 

a What is that? 

A That is what I understand. 

Q By the way, your company is, I think, chiefly responsible 
for obtaining from the railway company the rate on crude 
moving from Calgary to Regina that was a very great 
reduction from what the rte had been up to that time. 

“When the crude started to move in quantities from Calgary 
to Regina your company Was largely instrumental in getting 
companies a rate of 19 cents a hundred- 


from the railway 


weight? 
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A 


2 


co 


A 


Ee Presume that) is so. I was not in on any of these 

conferences and I do not know. 

That is outside your field? 

Yes. 

But it is a fact that your company and the British American 

were largely responsible in getting that rate. Now, do you 

know Whether your compaay has done anything at all towards 

trying to get from the railway companies a rate on refined 

products moving out of the Regina refinery eastward, to get 
a reduced rate? 

No, I cannot say. Our traffic manager would have to answer 

that. 

Myerrirormavien 18, and it is only second Oro whit dd nand, 

but my information is that your company has not made any 

attempt to get a reduction from the railway companies of 

the rate on refined products moving castward from Regina. 
how, you -gree with me that a reduction in the freight rate 

on te refined products moving eastward from Regina would 

solve the whole problem, woulc it not? 

It would help the problem, yes. 

Piet 1s tiat high reve = and TP think 10 is culy fair to 

use the word "high" - certainly everybody in the oil industry 

thinks it is a high rate on gasoline moving by tank car? 

Yes. 

That, perhaps, is why so much is moving by tank truck on 

the highways, is it not? 

I presume so, I do not know. 


ug am just trying to canvass all of the situations whi ch 
may be brought to bear upon the exclusion of the Illinois 


crude. One of them would be the rate on refined products 


which would move the Regina-made gasoline into the Manitoba 


area at less cost? 
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A 


£2 Pe Pe 


A 


Unless the rates Ww re reduced East and West, in the same 
proportion. That is, the rate from Sarnia and Regina. 
Now, I thought you might mention that. In other words, 
if the railway comranies in addition to granting, or at 
the same time as they granted a rate on the refined products 
moving out of Moose Jaw and Regina refineries, moving east- 
ward to the Winnipeg area, if they at the same time granted 
a rate moving by rail from Port William westward into the 
Manitoba area, if they did that, one might counter-balance 
the other and we would be where we started? 

It is possible. 

But surely a rate given on gasoline menufactured from 
Alberta crude at Regina would be a rate given for the 
purpose of developing the Turner Valley crude, would it not 
and help it find a market? 

Well, I do not know, I presume it would be. 

It would be with that ebjeeu in View? 

Yes, 

Qn the other hand , the other rate would be for the purpose 
of finding a market for Illinois oil in western Canada 
which you would not expect the ,Canadia railways should pay 
much attention to, should they? 

I dO not supnose they should, no. 

THE CHAIRMAN: They, too, may be concerned with 
what is economically sound. I mean the railways. 

MR. FRAWLEY: Yes. ik am simply asking the 
witness to agree with something which, as the Chairman 

has said about other matters, we may deal with in argument. 
§ an suggesting there. should be one good sound reason why 
the Alberta petroleum industry might go to the railways 

and get a rate moving from Regina to Winnipeg to help their 


industry, end at the same time object to the lilinois crude 
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producing and marke ting its products in western Canada in 
competition With the other. Well, that is all. 

THER CHAT RMAN: Thank you, iir. McGrath. 

(At this stage there was an adjournment of five minutes.) 
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T. HK. BURNS, recalled: 
Q@ MR. FRAWLSY: Mir, Burns, we called you for two 
or three things. Did you bring the Royalite budget? 
I think we asked Mr. Soultis for the entire Royalite Company 
budget for some years. I do not just “now how many years 
we asked? 
A Yes, i have copies of it here. L937, 1958 and, L959, 1 
believe it is. 


Q You are producing the Royalite Oil Company's details of 


physical capital budget. for the year 1957 for all depart- 


ments? 
A All departments. 
You have an original and several copies? 
Several copies, yes. 
(DOCUMENT IN QUESTION 
IS NOW MARKED EXHIBIT 
RESZ a) 
Q You now produce the same thing, details of physical capital 
budget, Royalite Oil Company Limited for the year 19387 
A That is correct. 


(DOCUMENT Ih QUESTION 
TS HO. MARKED EXHIBIT 
HL5S", ) 


Q And you now nroduce the sae thing for 1939, details oe 


ohysical capital budget for the year 1939 for the Royalite 
Bs “ Phe 


Oil Company? 


A Yes. 


(DOCUMENT IN QUuSTION 
TS WOw MsaRKiD HXHIBIT 
"7154", ) 
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Q 


A 


Mr. Burns, Mr. Morrison is laid up to-day, and if you do 


not mind I will just defer questioning you about the 
budget until he has a chance to look at it. He might want 
to ask you some questions on that or might suggest someth ng? 
SGSro. 

another thirg I wanted to get from you was the financial 
set-up of the Royalite Oil Company Limited. Have you got, 
either in memorandum form or can you give us verbally fon 
the record what is the authorized capital, the issued 
capital and so on of the Royalite O11 Company. Where it 

is incorporated and where its head office is and a complete 
and definite list of its officers and directors. You might 
put it on the record and file either now or have ir. Nolan 
file a memprandum covering it probably? 

Yes, I have brought the information here intending to give 
it verbally but Ll can later give a memorandum of it at any 
time. 

Did you propose to file what you have in your hand? 

Na. 

That is a very satisfactory-looking cover and title 
UeoveLibe “C11 Company Limited History and Develo-ment." 

7) et. without looking at 10 at all, 1. think, nerhaps, 

the Commission would be interested in having that. I 
sup~ose you Would be glad to file it? 

Yes, I can se=> no objection to Pbing its lee nee a 
comslete history. It is what I have worked on. It does, 
however, Pee the details of the capital structure 


of the company. 


and unless u you have something to add to that that might 


be filed. Do you have in mind adding something to it now? 


If so, just proceed to do it, wherein it is incomplete. 
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Does it indicate the year in which it W2S incorporated and 


under whet Statute? 

A Yes. 

a) And that sort of thing? 

A Tes: 

Q That is all in there? 

A Yes. I may say this is a memorandum which I have prepared 
personally. It is not an official company document. 

Q Well, if you prepared it, Mr. Burns, I, for one. reel 
satisfied it would be thoroughly done and I am quite 
avetered to~-or fer 10° to the Commission? 

A IT am sO prepared, I have only one copy. 

Q Have you any other copies at the office, or would it have 
to be copied? 

A I am afraid it would have to be copied. 

MR. FRawL&y: I offer this, My. Chairman. 


(DOCULNT IN QUESTION 
IS NOW MARKED EXHIBIT 


r7155"',) 
TH: CHALRMAS : Just what is it? 
MR. FRAWLEY: It is called a factual memorandum 


concerning the history of incorporation and development 
of the Royalite Oil Company Limited, 15th December, 1958, 
I am reading just the first paragraph: 

"Tneorporation. Rovyalite Oil Company Limited was 
incorporated by letters patent issued at Ottawa by the 
Secretary of State of Canada on 18th January, 1921. 

The vurpose for which the company was formed was to 
acquire all of the assets of Calgcry Petroleum Products 
Limited, which had been formed in 1912, and to continue 
the development which had been commenced by that company 


in the Turner Valley of Alberta. It obtained its 
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corporate name from the brand name of the eoal-oil or 
kerosene, which Imperial 041 Limited markets throughout 
the Dominion." 

And then there is a sub-title "Harlier Development", 

and another sub-vitle "Officers and Directors". 

TH: CHALRMA® : Is it a Dominion company? 

MR. FRAWLEY: A Dominion Paneaiy It so states. 
There is an historical list of Presidents, Vice-Presidents 
and Directors. The next sub-title is "Capital". Then 
Subsidiary Comnanies; Subsidiaries to Subsidi ries; 
Former Subsidiaries; Petreoleum and Natural Gas Lands 
Leased from the Crown. That would be lands leased from 


the Crown? 


Correct. 

Q "Leases from Canadian racific railway; Leases from 
Security Assets Limited; Leases from Calgary and 
sdmonton Corroration Limited; Lands Held in Fee Simple. 
Total leased acreage, 9,070.15. Natural Gas Furifyinzne 
Plant; Pay-rolls; narnings; Dividends. A fairly 


comprehensive document. 

THE CHal RMAN: Yes. 

MR. FRAWLEY : How it should be put into the 
record I do not know. I am wondering whether we should 


take the time to read it now. 


THE CHAIRMAN: No, I do not think so. 
MR. FRAWLEY : We will have some copies made 
OF LU? 
TH: OHAIRMAN: Yes. 
Q MR. FRAWLEY: Now, Mr. Burns, can you tell me 


what the drilling progranme....-. 


TH? CHAIRMAN: Mr. Frawley, we are to get the 


same thing from the Imperial, you know. 
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MR. FRAWLEY: Not from Mr, Burns. We certainly 
are, but if you wanted it during this phase of the Enquiry 
we would have to get that from somebody else. My, Nolan 
would have to undertake to get that for us through some 
other Witness. 

You would not be prepared to make a statement similar to 
that or in any way dealing with the set-up of the Imperial 
Oil Limited? 

Bo, £ could not do that, 

MR. NOLAN: There are published books that 
deal with the capitalization, share capital, issued shares, 
the head office of the company and the directors. That is 
ali published in these hand-books and I will make it my 
Dasiness to look for oné and bring it here, 

TH: CHalr RMAN: Yes, that is all. 

MR. FRAdLEY ; Me. Burns, can you tell me what 
the drilling pregramme of your company is for 1959. Perhaps 
Meo. Sim this Exhibit. “Lo4a": is it? 

Yes. 

Yes? 

The amount budgetted to drill the required wells in Turner 
Valley is g1,066, 700.00. 

As appears on page 1 of Lxhibit "154", the budget for 1939. 
Is that the only item dealing with my question at all’? 

That is all. I should say too I believe at this stage 

that these budgets are flexible to the extent that we 
prepare them sometime in the Fall of each year for the 
coming year. This one, I believe, was prepared in September 
ST. MOOG. 


Yes? 
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And everything that is in it is contingent upon development 
taking place as we contemplated it would take place at 

that time. 

You had certain developments in contemplatéon when this 
budget was prepared? 

Liat correct, 

whieh you say with respect to the 1939 budget was lastus... 
September. 

September, and at that time you foresaw that you would 
expend $1,066, 700.00 on drilling of wells in Turner Valley? 


Yes, sir. 


HoW many wells were there in contemplation when making up 


this amount? 

Roughly elevon or twelve wells. 

Now, in addition to that are there not some other items 
related to - other items in the budget related to the 
drilling of these eleven or twelve wells? 

Yes, in the next item, producing wells equipment. 
$196,400.00, it was contemplated to expend under the heading 
of Producing wells Equipment? 

Mess 

Separators, tanks, boilers, gas-lift , intermitters, 
tubing and that sort of thing? 

that Law correct: 

And still on the first page the water system. Would that 
be directly related to the Drilling of Wells? 

No, not entirely. 

That is one of your service units? 


That is ‘correct. 


And then Fuel Lines, at the bottom of page 2, that is also 
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part of your service units? 

That is right. 

Now, I want to call attention to something right now so 
that it won't be confusing. You have included ir. Goultis! 
bddget in these Exhibits, haven't you? 

Det is correct. | 

That is your complete budget. oO "Wi UR Awad Uap be 
noted that the last four pages of these budgets, which Mr. 
Burns is now filing, are budgets already in as Exhibits. 
And the grand total of the money which the Royalite Company 
contemplates expendimg in the Turner Valley in 1939 is 
$1,832, 300.007 

Om capital development. 


On capital development? 


Yes. 

THE CH ATRELAN: Where do you find that figure? 

rink. PRAWLEY: The very last figure on Exhibit 
san, 

THE CHATRMAN: Oh, yes, $1,832,309.00. 

MR. FRAWLEY: Yes. Mp. Coultis will file the 


pipeline budget, will he, for 1935, 1936, 1937, and 1938? 
nee OLA ? The nipeline budget is part of 
this larger budget. 

MR. FRAVLEY: Yes, I was thinking of that as 

I asked the question. 

I understood I was requested to prepare and file a complete 
budget, but if I am wrong about that Mr.- Coultis can...... 
No, that is quite all right. Tt is a question of ney far 
pack you went, Mr. Burns. You only went back to 1957? 


That is right. 
1937, 1938 and 1939. I do not recall whether Mr. Coultis 


ay 


10 Tive Burns. -3985-= 


A 


was asked to go back further than that, 

THE GHALRMAN : Yes, 1936. 

MR. NOLAN: There is no point raised, because 
I have asked Mr. Coultis to came before the Commission 
with the pipeline budget from 1936 on. But I am pointing 
out to the Commission there is duplication in the sense 
they arc in there for the years 1937, '38 and !39. 

MR. FRAWLLY: Mr. Coultis will come and put 
them in as from 1936 on. 

MR. WOLAN: aS a spearate document because 
we thought it might be more convenient to the Commission 
to ha ¥e the pipeline separate from the others. 

THE CH-.IRMsaN: In addition he was to make some 
eheek in connection with the 1939. 

MR. NOLAN : He is going to take 1939 and 
indicate on that document, which has already been marked 
as an kxhibit, what is contingent and what is imperative 
in the way of expenditure this year. 

THis CHAT Rian : That is right. 

MR. FRAWLEY: Mr. Burns, not to be facetious 
in any way at all, but the fact that you are going to 
spend $1,066.000.00 in the Valley Grilling ten or eleven 


wells, would indicate that the ssare of Illinois crude 


had not permeated through to the drilling department of 


the Reyalite Oi] Company, whatever it may be doing to 

the refinery at Sarnia? 

Perhaps not in September of 1958. 

But this is the only budget that you have preprred. There 
has been no revision to your budget? 

There has been no revision of it. 

Or I take it you would file it. This is the budget 
which this Gommission is entitled.....well, -% is the only 
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budget that you are placing before them for 1939? 

That 18 correct, 

MR. COMMISSIONER LIPSETT: Has that been approved, 

Mr. Burns, or how is it dealt with? 

we have not yet held a meeting of the Board of nite ste 
of the Royalite Company to aporove it but it has had My. 
MeLeod's approval. 

Does it require anything further than the approval of the 
local Board? 

No, It has not becn customary to give anything..... 

It has not been customary to refer it to any other place? 
Oh, yes, itis always referred to Toronto. 

Up to date there is nothing to indicate that it is not 
going through, from Toronto or anywhere? 

Up to date there is nothing to indicate that th.t money 
Wildl “not be Spent. 

THE CHa TRAN : When you say Toronto, you mean 
the Inmperiel Oil Limite a? 

Yes, the Imperial O11 Limited in Toronto. 

MR. FRAWLEY: So J iwill understand that. 
When you desire to call a meeting of the Board of Directors 
you call ne meeting in Caigary? 

In Calgary. 

The majority of the Board of Directors reside in Calgary? 
Reside in Calgary. 

One of the mambers of the Board, the Chairman of the Board 
is Mr. George H. Smith, is he? 

Mr, Gilliard Harrison Smith. 

Mr. Gilliard Harrison Smith? 

Who lives in Toronto. 


Yes. and he is what in the Royalite Company? 
? 


He is the Chairman of the Board. 
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and you meet in Calgary without Mr. Smith reing here? 

That is correct. 

and °ll of the other members of the Board are in Calgary? 
All the others are resident here. 

This historical list here does not quickly indicate who 
are the directors at the moment. In any event, what the 
Board of Directors in Calgary resolve to do is then 
submitted and passed upon by the parent company, the 
Imperial Oil Limited in fovanre? 

I would not say it was then submitted. It may have been 
diseussed previously. 

Well, either before or after, the resolution of the Royalite 
Board in Calgary, the matter receives the approval of the 
parent eompany in Toronto? 

Not in all cases. 

But in major matters? 

In major expenditures, yes. 

Now, Mr. Burns, your company has upon occasion, the 
Royalite Oil Company, drilled wells for other companics? 
Drilled wells for other companies, yes. 

Other comnanies outside of the Imperial organization 
altogether? 

That is correct. 

And on a basis of sending in a bill when it is all finished 
with the work which your oompany did for the outside eompany? 


Well, generally it is agreed to drill and take the money 


out of production. 
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Yes. 
a There may be some cases where we have rendered in« 


voicebk for drilling done. 

Q I do not want to make any point of that, it was 
rather the bad way of putting my question to you, 
you have an account against a company and you get it 
either by rendering then en invoite or paying your- 
self through the pipeline out of production? 

Yess 

oP And in the amount, I mean in the total of your 
charges which you make against this company there 
isp as I understand. there appears a Nee’ 


for the administration and engineering expenses in- 


volved in carrying out the work for the company? 


That is correct in some instances, not in all cases. | /| 


Se a 


But in ‘sone inatances that Leppens? 


a 


Yese_ 


& > © & 


Then another thing about your drilling of wells dew 

partment , it is in a position to earn revenue for 

the company, is it not, by this outside drilling? 

It is in a position to earn revenue. 

Q Yes, and it either earns, it either makes a profit 
by charging more than the actual outlay to your 
company or it makes a loss if by chance it does not 
charge as much as the actual outlay by your company? 

A Tt would certaihly make a loss if no production was 
‘ancountered. 

q Well you would have an unpaid bill, that 38 a2, i8 
1t note 

4 That would be a loss. 


That is true, it would be just an accounts receivable? 
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Receivable from whom? 

You would htive & debtor and you would be the oréditor? 
No, that is not entirely correct. 

THE CHAIRMAN: No, not if they agreed to 
take a percentage of production. 

MR. FRAWLEY: You ugree to pay yourselves 
out of production? 

Yes, we agreed to take payment out of production. 

And to take no payment if there is no production? 

In some cases. 

Then it is some-+- 

THE CHATRMAN: Gambling on production. 

MRe FRAWLEY: A sort of contingency, you do 
what lawyers are not allowed to do. Now you pay a 
corporation tax every yeax to the Gowernment of the 
Province of Alberta? 

That is correct. 

And there is an item which appears in one of these 
many accounts which,unless you make me, I would not 
want to get it at the moment, have you prepared, you 
have prepared something that you have with you to 

show how much taxation you pay, I mean a statement? 

No. 

You are just going torefer to the record.of the Corporations 
Taxation Act? 3 

Yese 

And there is a special sestion there for your company 

is there not? 


That is quite correct. 
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Your company had the dignity and the honour of having 
been selected to have a special section passed, be~ 
cause there was nothing else that seemed to fit the 
Situation and Section 174 was passed, which is ap~ 


plicable to your company only? 


THE CHATRMAN ; L7A of what? 
MRe FRAWL#Y: Of the CorporatiomPaxation 
ACT. 


With regard to your statement as to there being nothing 
else to fit the company, that is perhaps-your own idea. 


We would be quite prepared to pay the regular. tax, on 


capital the same as any other producing company operat= 


ing in’ Turner Valley. 


Yes but what<-- 


THE CHAIRMAN: Is it a-super-tax? 
MR. FRAWLEY: Something like that. 
Like NOLAN : It is a special. section of the 


Act designed for the special purpose of taxing this 


particular company in the amount of 2% per. cent. 


MR-. FRAWLEY: 2 per cent? 


2k per cent of the taxable income of the company as 


determined. 
You pay to the Corporat iom Taxation Branch. 23..per. cent 


of what’ you pay to the superintendent of Inc ane 


Taxes, 24 per cent of the amount of the assessment 


“made by the Income Tax Department? 


Tia t is correct. 


With no offset one against the other? 


offset one against tie other? 
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THE CHAIRMAN: Does that cover the Royal it e? 
The Royal ite Oil Company Limited, a speoial picasa a. 
contained in Section 174 of this office consolidation 
of the Corporatiom Taxation Aot which I have here. 
THE CHAIRMAN; - And I suppose it has been 
taken into aecount by the various accountants who have 


dealt with it? 


MR. FRAWLEY: — Oh yes. 
WEENESS: Yese 
MR. FRAWLEY: My friend makes it sound like 


a lot of money but you can hardly see it in a barrel. 
MR. NOLAN; | You Gin 68F-$35,000, if my . 


memory serves me right. 


MR. FRALEY: a ow no, vabowty.20) l think. 

MR. NOLAN; I would like to be sure about 
Cire es 5, 

MR. FRAWLUY: Phat is not all you pay, you 


pay an Income Pax too, if you want to find that. 


MR. NOLAN; Perhaps this Commissiaqn would 
like to know what this Company pays to the Provincial 


Government every years 


biRe FRAWLEY: I think it is somewhere in these 


many reports. 


MR. NOLAN: L think it is but perhaps far 


the purposes of clarity we might put it on one sheet of 
paper. | 

WR. FRAWLBY: For emphasis you mean, and you 
might give it greator enphasis if you put it on two 
picees of paper, and aake it look twice as big. Here it 
ig, it ia in Exhibit NLOT™, whi ah iim. Taylor prepared, . 
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to 
the break-dowh of the charge entitled ” Administration 
1938, nine montha, Taxes, Corporation Tax, $23,005.45" 
and then that is extended $23,175. 60, what accounts for 
the small difference? 

a I presume thet 18 the filing fee or gees the reg= 
istration under the company! 8 Aote. 

Q Oh yes, would the other kinds of taxes, take your Ins 
come Tax for inatance, woulé that be there or is that 
all in the 23 thousand? 

A he Income Tax would not be here because it was a cale- 
culation which had to be made subsequently to Eolas. 

Q That is right, subsequently to this, we have it here, 
but not o0 this sheet? 

& Theat isrights 
THS CHAIRMAN: ~ I wanted to know if the ace 
countants had 1% in mind. | 
MR. FRAWLEY: | “VW RNGBs 

Q THE CHAIRMAN: Is that a tax of all the de~ 
partments, including the drilling of wells? 

A Un ‘the entire taxablo income of the company as determined 

ty the Provincial+-+ | co 

Q WR. FRAWLEY: Superintendent of Income Tax? 
Superintendent of Income Tax. pate 2 

@  ¥es, the Superintendent of Income Tax makes up his 
asbenament and thon he proceeds to levy his tax and the 
Gorporation's Taxation Branch, which is a quite different 
department, takes that assessment and mees a levy under 
this section, a levy of 24 per cent. 

MAJOR LIPSET?: Is that over and above the 


ordinary Incame Tax? 
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6 
tiRe FRAWLEY: Yes, quite, and without any 
offset. 

Q MR.e FRAWLEY: I think those are all the 


things which were left over, Mr» Burns, 80 far a8 I 
can recall, subject to your returning if you will be 
good enough in case iir. Morrison suggestS some other 
questions arising out of this. 

A Yes, very good. 
LiAJOR LIPSETT: What is the date, Mr. Frawley, 
of that CorporationsTaxation Act, I got the section but 
I did not get the date. 
WRe FRAWLEY: I will file, I will get some 
of these office consolidations. Seation 17A was put in 
in 1937 by Chapter 57. This only began, it should be 
pointed out, in the year 1937, this particular Corpor- 
ations Act. Before that presumably they paid under 
another section of the Act, undor Section 8 in fact. 
WAJOR LIPSET?: You mean before 1937 there was 
this special tex charged on the compania. 
MR. FRAWLGY: Before 1957 there was no 
Special taxes, they were not put into a special section 
by thenselves. 
MAJOR LIPSET?: Before that they just paid on 
profits, the same as.any other. 
WR. FRAWLEY: No, this i8 the Corporations 
Taxation Act, nothing to do with the Income Tax Act. 
The only reason the Income Tax assessment is mentioned 


here is purely as a yard stick. They always paid the 


Corporation Tax I think unter Section 8, which deals 


with gas companies. 
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MAJOR LIPSETT: How does this exactly, Mr. 
Frawley, of course LI am not acquainted with the statute, 
how does this 23 per cent compare, I mean with other — 
Corporations in this Province, is: that in addition to 
what any other corporation would pay, this 24 per cent? 
MRe FRAWLEY: , No. That is the only section 
under which this pores taxed as a corporation. 
Other companies are taxed under other appropriate 
Sections of the Corporation's Taxation Act. This 
section, this company pays just»ene tax under the Cor= 
porations Taxation Act, which is under 17(A) and when 

I say it is special for them, they are not named for 

the Imperial Oil Company but a definition has been 
werked out which covers them. 

MAJOR LIPSETT: Would the ordinary Gorporations 
Taxation Act, iB that a tax on profits or on capital? 
WR. FRAWLEY: On Gapitel generally speaking, 
on Gapitale ; Lb 

Ms SOR eee And in this particular gase it is a tax on 
income. 

MR. FRAWLEY: It is reall¥Y another Income tax, 
that is really what it has boiled db we to. They have just 
departed from this, there are many exceptions, that is 

a basie tax but there are many exceptions, for instance 
tho telephone company pay a tax of 2 per cent of its 
gross revenue, without any deductions whatever, earned,. 
derived, accrued or received from any source whatsoever 
which maz arise from business transacted in- fhe Pro~ 
vince. Gas companies pay baxpof 1/2 of 1 cent for 
every thousand feet of gas flowing, drawn or pumped from 


or produced by a well owned, leased, occupied or operated 
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by such companies. Now you might suggcst the Royalite 
Oil Company might be taxed under that but I think iir. 
Burns will tell us that they are certainly not asked 


t6 pay any taxes under that section now. 


MR. BURNS: We previously paid tnder that 
section. 

MRe FRAwL SY: But now they pay under 17A. 
MAJOR LIPSET?: That was on the gross revenue. 
MP. FRAWLEY: No, this one, this last one I 


gave you is on each thousand feet of gas, so many cents 
on every thousand feet of gas flowing, drawn or pumped 


or produced by the well. 


MAJOR LIPSETT: That is cf production? 
Re FRA SLAY; In other wards production. 
WAJOR LIPSiT?: In this particular section 17(4s) 


that is on net profits. 
MR, FRAWLEY; 17 (A) ard I will read it to you, 
it is: 

" Any company which operates a plant fon the re~ 
covery of naphtha or liquifiable hydrorcarbons 
from Apbiee gas by means of absorption or any 
other means and the extraction from such gas of 
hydro-sulphide, and sells or otherwise disposes 
of such treated natural gas to any other company 
or person who uses the same for the purpose of 
generating heat, light or power, or resells the 
game for such purpose shall, in tne OR 
and in every subsequent year, pay a tax of 
two and one-half per centum on the amount in 
respect of which the company is liable for the 


payment of income tax in the year 1937, and in 
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"each subsequent year respectively, under the 

provisions of the Income Tax Act, or the sum 

of Ten Thousand Dollars, whiehever amourt is 
the greater, such tax being in addition to the 
tax payable under the last mentioned sact". 

and then sub-section two: 

ME Section 8 of this .ct shall not apply to e 
company to which this section is appli- 
cable". 

So that is the Koyelite’®s section. I will call Mr. 
Tenner. 

EDwaRD He ROLD TiN NER, having 
been first duly sworn, examined by Mir. Frawley said: 
Mr. Tanner, you live and carry on business in the Gity 
of Calgary? 

Yes. 

And what is your business? 

Bond business, Tanner and Company. 
How long have you been engeged in thet business? 
in the bond business. 

Yes. 

This last fime 

No, I mean in that business? 

Bince 1921. 

In what places hive you carried on? 
Here and in TORORUS: 

Calgary and in Toronto? 


And in khegina.e 


find what is the nature of the business, just tell us 


Yew 


ic : ) “fs 
wt te 4% 
me dee . 
. ay 
= 4 ‘ v 
uu 1G, ne 
a cat i : 
an a 
c 
na 
= 
: : 5 
ee < 
Ta ‘ < 
5 si 
ae 
. oe os 
: ‘ 3 ; ? 
poe 
toe ; 
Pa ; 
K a ae 
Saw ee ~ 2 
458 S| ms 
’ en : : 
é . 7 a _ 
a ee “ 
ae 
Sez 
=, 
fae 


bara 
ca 
as ‘ 5 
* Ps x 
acd e a 
: 
= 
j 
iste 
e 
‘ 


ro 

5 

- 

t 

. 
Yess 
ot 

ae ne 
ta 

: ~ 


. 
> 
t 
r> 
6 
Kym 


oo 


or 


a 
[Fi 
’ 


&-H-Tanner 

C34 = 72907 = 

10 
something about it. 

J Ch dealing in Government, Municipal ana Corpor ation 
bonds principally. 

a when you say in dealing with them? 

Buying and selling Government and Nunicipal and Cor+ 
poration bonds and prior to that time, during, prior 
to the last three or four years the largest percen- 
tage of the business was purchssing ana distributing 
Government and iiunicipal bonds. 

Q Is your bsuiness, has your experience been confined 
largely to the bond section of this securities bus- 
iness? 

A Yes entirely. 

Q And have you some knowledge of what the rates, 


effeative rates of interest have been? 


A Yee 

Q On securities in Canada for the past decade? 

&: Yese 

Q Now we are engaged here, isre Tanner, in arriving at 


a rate which will be charged by the Royalite Oil 
Gompany for the carriage of crude oil through its 
line from Turner Valley to Calgary and one of the 
elements which enters into the Commissions' calcul~ 
ations is the fair md proper rate of return upon 
the money which the Royalite Oil Company has invested 
dn that enterprise» Now having in ind that as a 
basic fact and having in mind that the rate is being 
Bet either by this Commission or upon the rocommenda- 
tion of this Commission, either by a regulatory body 


or in some such fashion, 91d assuming that from this 


oa ‘ . 5 
4 z 2 
i . 
‘ a 
ven Aaa ry 
on ne H 
4 SS 
mee 
: Ys fae 
sige = 
} = 
; Pa] 


em ete, 
Pas = 
ae 
A “ 
Ve 
fr 
= ts 
wae ~4 
Sas 3 
x 
ef . 
: até c 
1 4 
, 
- 4 
28 1 
5 A 
, 


at ath 


y 


a 


L 
: 
. 
‘ 
as 
+ 
Peg 
- 
<4 
oa 
2 


‘ . a* : . 
« 
= uy 4 ey 
‘ * “ 
x 
wt to 
Sa: ee Sh 
' ‘. 
, aoe 
~ fos 
hen r 
pa oa eae 
mS es Sey 
eg 
eee - ran 
: 4, 2g 
a 
: 5 
z * 
et 
; v7 ‘ 
Su 
4 - 
tases Get) 
wr 
: z oan ae 
3 ae re 
= hae aa 
Hers rs 171 
mee 
+ : 
TN 
eg 
Lewy 
r = ¢ 


a 


Hea 
ete 


ee 


a i 
ry 
ee 


BeH.-Tenner 


o 


A 


Q 


0-4 


~ 5996 > 


time on the rate which this Sompany will be allowed 

to charge will be subject to att jurisdiction of a 
regulatory body, will you tell me what in your opinion 
would be a fair rate of return for thig Commibsion to 
take into its calculation, to allow this company upon 
its investment in this particular enterprise under 
thope particular circumstances? 

iiRe NOLAN: Jell I am going to object to 
that because this witness has na& been qualified to 
give an opinion upon that point. 

MRe FRAWLEY; Well) we will see what knowledge 
he hase Have you had to,hvo you bought and sold the 
secur ition of utility corporation s? 

Oh yes. 

Public Utility Corpor ations? 

Yes. 

Have you had occasion to examine into the capital 
structure and carnings of utility ccrecrations? 

Yess | 

Have you had to @iscuss with your clients the advis- 
ability or inadvisability of this kind of utility 
security a8 againet that kind of utility seourity? 
Yes. When you sey "this kina", you are not referring 
to. this perticular one? 

No, in matters of that kind? 

Yes. 

Over a period of how many years? 

Oh over a period of the last eighteen yoars. 

You make it your business tn know what money is worth 


under, for a particular kind of investment from time to 


time? Ep 
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A Yese Generally speaking thero are vartoug rates of 
securitics applic:ble to vwuerioug types of SeGurities, 
I mean various ratce of interest applicable to 
various types of securities. 
Q Yes, it has been your business to study and advige 
clients in tmt very matter? 
A Yes. 
wRe FRAWLLY: IZ think perhaps I will 
leave it to my friend whether or not, my submission 
is Mr. Chariman that thut qualifies the witness to 
answer the kind of question I have asked him. 
2 Re NOLAN: Well I would just ask you, 


Mre Tanner, if I may please. 

A Yes. 

Q Have you had any experiance in connection with bond 
ifésues pertaining to pipeline companies? 

A No. 

Q And that is not one of the various types of securities 
upon which you have advised or have been consulted as 
to the rate of interest applicable? 

A No, there are no pipeline securities in the hands of 
the public in Camada. 

Q WRe FRAWLEY: There are not in Canada but 
have you had to do with the buying and selling of the 
securities of naturil gas companies, part of the bus- 


{ness of which is the transportation of natural gas 
by pipoline? 


A Oh yes. 
TH CHAlTRi AN: All right, go ahead. we will 
hear it. 


Q WRe FRAWLEY: iire Tanner, then you have heard 
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my quest ion? 
Yes, le you will gO beck over that question - Bee if 


af ewaia it seen oles 


Yes. 
You are asking me what rate of returc a company should 


be allowed where the seourity is protected Ly Government 


jurisdiction over the earnings of that company. 

when you speak about Gover nent ‘jurisdiotion, <I used 
the expression "tho jurisdiction of a regulatory bodys 
Yess 

Yess 

What I am trying to get at, Mr. Frawley, is this, every 
security, there are so many different rates of interest 
ané so many different features of securities that you 
cannot deal with the interest return without referring 
to the security. 

Quite. 

Now comigg back to this pipeline question of yours, 

can I assume that it has been established, that there 
ip a constant atkete of ones & market for the 
product. 

Yeu. | | 

In ae iis there should be a stability of earnings‘ 
Yes, fori the DUO Se of your Baa a Mre Tanner, 
and I should have put these to you, you can assume? 


That there is a stability of carnings. 


Yes, you may assume that an estimate has been taken into 
the finding for the life of tha Turner Valley field 


er ian this pipeline serves, in other words you say 


Matability of supply"? 
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Yes. You don't mind if I ask a lot of ‘these Ques ti ons? 
No. 

ASnd proper provision nae been made for the retirement 
of the capital invested in that asset, you do rot want 
me to deal with that at all? 

No, proper provision in the rate has heen Charged for 
amortization? 

Yes. 

Yes, you can assume that. 

S0 that the investor will have protection of his 
capital as well as--- 

That is your conclusion? 

Yes. 


AS an investment broker? 


Yes. 

wR.» NOLAN: No, it is not, that is what he 
Bays. 

TH CHALR AN: He is asking you. 

WI IN SS: I ag sorry, I do not want to 


complicate the thing but you understand the position I 


am in. 


MRe FRAWLEY: No, ure Nolan does not mind that 
at all. Now you are asking me, you want me to supplement 
my question to you in this fashion? | 

Yes 

Now what was the last suggestion you nade? 

Tmt if provision has been made fur the retirenent of 
capital. 


YeBe 
And provision made for the stability of income. 
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Yose 

jay I draw those canclusions, that it would resemble 
more accurately a public utility security. 

Well would you? 

Yes I would. 

That is why I thought you were answering the question 
rather than asking one. 

what I am getting at is, it has these protective fegtures 


and that leade you to the public utility risk rather 


than an ordinary industrial risk. 


Let me interrupt you, when I told you you night assume 
that in the rate there would be provision made for the 
anortization of the investment, you then say that tmt is 
a protection to the investor? 

Yes. | 

I wanted to be clear about that? 


Oh yes, that is a protective feature. 


(Go to number ) 
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Tanner. 


‘hen you say that there has been a stability of 
supply in the determination of the life of the fiela, 
that serves you aggin, I teke it, to say that ts a 
protection to the investor? 

Oh yea. I only mentioned stability of supply to 
indicate that there is stability of earnings. 

Right? | 

That there will be stability of earnings. 

Iam simply asking you, if I am wrong then your answer 
will suffer accordingly, but I am running the risk 

of asking you to make these assumptions with me? 

Yes. 

And having made these assumptions, are you able to 
answer my question, or do you desire to have the 
matter further elaborated for you? 

Ss I understand it now, this security, the pipe line, 
would presumably be a public utility investment. 

Yes? 

Now public utilities' services are sold at various 
rates according to the locelity and other features. 
But would not that security resemble fairly accurately 
the security given to the Canadian lvestern Natural 

Gas Company here. 

You certeiniy cannot ge that far in ssking me questions. 
Do I take it you feel that that does make it resemble 
aby rave 

Yes, 1. think £0. 

The only difficulty is you have a way of stating your 
conclusions in the form of questions. 

My difficulty is anyone quoting interest rates without 


knowing anything about the secur: ty is on pretty 


“3! 


a eit 
. a ; 
a cae | - = 
G “< v2 ol } a ; 
° . . * x i ; ‘ i 
— mG . fe e 4 : are , = 
“mA os . ‘ , ? is st ' | 
= ’ te . ‘ . Se 
; . é - . 
“. : , . | 
. * hh me . ‘ . % 5 3 ey : 
co a” ey Fy is 5 
na . ,! yo. : at r ‘ i at : ‘ 
. ~~ ». “ Bee on “= . f ee a oa ; 
: : é ee 
ty Bas o ; ‘ - 
aay 2 5 . e a = es ; 
: “ : ; : : “é 4 he 2 
Pe - aa : ‘ 
. . =? me Be 
ies, > a a 
. : 
; “ ; aN <a" 
Wes : Pee 
: : 3 nie f 
‘ ; : 5 S . ‘ 
ie ; P is sak tats : 
, - md ¥ ‘ ‘ : : | 
; os ‘ 
<4 : ; 
“ ; a 1: . . ig é 
=: eS y ‘ A: : ‘ “me . eee : 
3 ras Lea a “sy 
roe ? : Poe ‘ aa f ; 
‘ x i ‘ . = 
; . . Det ° " 
. . we My : ; = : - = 
= 7 repo . é _ So oy a 
- ,- ae 5 % ; ; : | 
2 ~ 2 : 5" ae? i 
i ¢ A ; ; She : . F ) 
1a Swe 2 2 : . 2 
> ( se . PA $ 5 
. : : : : 
. . ; £ 
. as * , w oes 
. . ee 
a a pt rT e ia a 
- —s "a te : s ; ; 
, 73 t. , : Z 
= Pe, Pe . 5 | 
ca Ay 
Sernit — : | 
r sl ~ 4 < . 
. - - oy =) oy ~ AS : 
' : - s : 
. aa Fiera: ; ‘ 
= a = “L 
aim : ic 
! . 2 '*: ae ; : ; 
j ; “4 at ; 
= E i - e 
- han “. : . ; : | 
ie 3 ’ ¥ 
ae : 
< i R iw) ‘. <a 
; , : 
ae 7 : 
i t x uM = to 
~ ™ > : : i 
< oe a 
: 7% ae 
ts F 
: a< = 


‘ 


¥ 


T-4 


a 


Be ts Tanner. -4004- 


oo &. 2. 


dangerous ground. 

You get all the hekeweeny facts in your mind without 
venturing an opinion? 

My answer would be that if there is stability of 
revenue to provide for the return of cepitel and a 
proper interest profit, that that security I should 
think would resemble this Gas Company security and 

in that case the Public Utilities Board have established 
that 83% gives a fair return on the investment. 

In your opinion, now, just to complete your answer. 
and have it on the record, Wheat in your opinion is 
a fair rate ofreturn which should be allowed this 
investment? 

tI think that is a fair return. 

Ba%% 

With those protective features. 

THE CHAIRMATI: Take an industrial. ‘shat 
is the return ordinarily expected in that as distin- 
guished from a utility? 

Roughly utility companies throughout Canada - sastern 
Canade I am referring to owing to the distinct situation 
out here - earns about 6% on the capital employed in 

the enterprise. That isa general figure but it is 
fairly close. ‘yhereas' an industrial enterprise will 
show earnings nearer 10% on the oe the total 
dapitnd -enplayeds. These are not the rates that these 
companies pay when they borrow funds, because they 


borrow - some companies might borrow 807 of the 
eapitel required and others only 50%. 
After allowing for amortization you say that they should 


be allowed that much on their working capital, the 
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money invested? 

On the capitel money invested they should have a 
return, an institution such as thet pipe line, of » 
8%% at least with progr provision for the return | 
of capital within a safe period. | 
“NOLAN: Mr. Tanner, you say that 
in order to answer the question that Mr. Frawley put 
to you, you want to get this operation and this pipe 
line on the basis of an ordinary public utility? 

You want-.to get it down to a public utility basis? 
NesamcvE Ll wi ieMUs tia-« 6s o< 

You must get a starting point? 

Yes. I bannot analyze all the risks in the pipe line 
security. 

Brew onere Fisks.in6 «pape, Line? 

I cannot say. 


You might assume with me that tiere aret 


Oh yes, I would say that unless there is proper 


protection there are risks. 


That is the reason for your insistence upon first 
stability of supplies, coupled with stability of 
earnings, and added to it stability of market. 

You went to know that these conditions are present? 
Oh yes. Ina security of that type I must know that 
the income is sure,.. That it is going to be there. 
Do you know that the income is there for this pipe 
line? 

I cannot answer that question. I do not know anything 
about the pipe line business. 


Supposing that this commission or any other regulatory 


body says that the life of this field is 10, 15 or 20 
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Vears, ana we ran out of of1 in 5 years. Then where.is 
the security on the pipe line? It has gone. 

Yes, it is not very good under those conditions. 

Well you would not give it much value if there was 

no o1f1 to transport through it? 

No, it would just have a salvage value. 

That is the point I am trying to make with you, that 
your opinion that you are giving us, mr. Tanner, is 
based first upon the assumption that there is a supply; 
secondly that that supply will give an adequate 
earning power to the Company? 

Yes. 

And thirdly, that the market condition is constant? 
Yese To Sum up, that this Company has stability in 
revenue. ‘“Jould that answer all those three points 

you brought up? 

That is the Company has...-.:; 

Stability of revenue. That is the all important 
thing. 


Stability of revenue? 


aoe. 


I think that does sum it up? 


Yes 


You say if it has stability of revenue it is in no 
worse position than the Ges Company? 

No. 

You do say that? 

Yes. 


You liken it to the Gas Company here’ 


Yes. 


It has stability of supply” 
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Quite. 

Do you know what the supplies of gas are in this 
Valley? 

No. But I am not concerned with that in giving this 
estimate. I just want to give you my imprepsion a 
it because..... 

You are assuming that the supply is there? 

MR. FRAVLEY: Because he said. 
Because the Public Utilities Board have already 


investigated that. 


Mi. NOLAN: So when the Public 
Utilities Board says there is a supply for the Calgary 
Gas Gompany, it follows there is a supply of gas? 
For rate making purposes. 

But they might be wrong might they not? 

Oh yes. 

Yes. Then your rate has been unfair to the Company 
has it not? 

Yes. 

Because you have amortized over a longer period, am 
I right? 

That is right. 

Than you should have used, and you have not given the 
Company its adequate return on its capital investment 
within the proper period? 


That is right. 


So one of the hazards that these companies have to 
encounter are the findings of Boards of Public 
Utilities. That is a hazard? 


Yee. 
I think so too. Now, Mr. Tanner, if we get it down.... 
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THs CHAIRMAN: You would not expect 
those Boards to fix a rate on the theory that they 
were probably wrong in their premises? 

No. 

it NOLaT 2 If they are wrong, and 
the supply is not there, the security vanishes? 
Right. 

You say if you get it down, assuming supply, assuming 
earning power and assuming a market, which you summed 
up in the words, assuming stability of revenue, you 
cay then it should get at léast 8$,7 

Yes. 

You base that on the Calgary Gas Company's rate? 
@uite. 

There is not very much likely to happen to the market 
of the Canadian ‘’estern Natural Gas, Light, Heat & 
Power Compiny Limited is there? 

The market for their product? 

Yes? 

No, I do not think so. 


would not think so sither: 


Ho, 
Tite Gee lace Ys What about coal? 
Mie NOLAN: What do you Know about 


the market for crude oil in ‘-estern Canada, Mr. 


Tanner? Anything? I am not trying to be impertinent’ 


Mo. But freni.iy I only know whet I read, as a casual 


observer. 


That is all we all know. As a casual observer you do 


not know very much. You do know crop conditions have 


a very important effect upon it? 
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I assume they would. 

You will agree with me in this, that. so far as the Calgary 
Gas Company is concerned, it has a franchise to sell gas 
to the citizens of this town? 

Wow that Ts pot’ so. 

They haven't a franchise? 

No. 

‘hat have they got? 

Their franchise has now expired. 

What have they got? 

They are operating under the jurisdiction of the Bard 
of Public Utilities, and that is their greatest pro- 
tection in that respect. The only security they have 

in that regard is that the Board of Public Utilities 
will not Likely allow another Gas Company to come in 

and build another pipe line system. 

They had a franchise once? 

Yes. 

And that expired? 

Yes. 

And it has not been renewed? 

Ko. 

They are the only person doing business with the 

gas consumers in Calgary? 

Right. 

They have their pipe laid, their mains and their laterals 
and their distribution system extends all over this city 
does it not? 


Yes. 


To even the outiying parts? 


Yes. 
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Do you know percentage of the popula tion use gas? 
No. 

It must be very large? 

Yes, it is a very large percentage. Larger than it 
is in Jdmonton. But I haven't those figures here. 
And that gas is conveyed to them through the distri- 
bution system of the Canadian ‘/estern Na tural Gas 
Company? 

Right. 

4ll right, tir. Tanner, 

MR. FRALEY: Mr. Tanner, if you will 
assume with me, not as lir. Nolan asked you to assume 
with him that the oil field suddenly disappeared - 
but if I may say so the more practical thing that it 
appeared that the oil produotion might be somev hat 
less than wes in mind when the rate was set, sould 
and would in all probabittity the regulatory body 

he able to do something about that? 

Oh yes, I should think so. 

By doing what? 

Changing the rate. 

By changing the rate upwards and amortizing on a 
different plan? 

Quite. 4s I understand it that is the attitude 

in connection with the Calgary Gas Company. 

That is wha: regulatory bodies are for, as I understand 
1%? 

Yes. 

That is their business? 


Yese 


If similarly the market which was in view when the rate 
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was set failed in part, the market failed in part and 
the throughput of the line, in other words the earnings 
of the line went down, could and would in all likelihood 
the regulatory body do something about that? 

I would assume that they would. I believe that is their 
attitude. 

By doing what again‘ 

By changing the rate, 

By changing the rate up? 

Yes. 

My learned friend was asking you - that is what you 
meant when you aus you had no special knwwledge of 
these factors, I take it you wore leaving that to 

be reviswed by the regulatory body? 

Yes. 

From time to time as the occasion demanded? 

Yes, that is the theory. 

That is the theory behind publio utility regulations? 
Behind this Calgary Gas Company regulation as 1 
understend it. 

When you say there is stability of earning, do I take 

it you mean that there is in the hands of the regulatory 
body, within some limits of sourse, the power te 


see to it that the earnings are maintained by increasing 


the rate? 


Yes. 
Ml. NOLAN: what do they do if the 
Company made a loss, :r. Tanner. Supposing the rate 


is not adequate. Do you get it in the next year's 
rate? 


it eannot answer that. 
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Now Mr. Frawley put it to you that the market might 
faa! in pan ts By that he means a diminishing market. 
You say increase the rate. That adds again to the cost 
to the consumer? 

Yes. 

Do you think that is likely to inerease the market that 
has been falling? 

I think that that is - my answer to that would not be of 
any value. My point is that tne security of this 
investment being protected by that Board, it takes 

on a certain class, or takes on a certein standing. 

In other words, the theory behind this 88% rate that 
they give the Gas Company is that the Board will have 
an interest in it and will watch it and if something 
happens that they cannot make any money they will give 
a better rate. 

Supposing the worst came to the worst, and the gupply 
of oil that they have in this Valley diminished completely 
and there was no oil in this Turner Valley? 

Yes. 

And suppose there was oil found in this Provinee at a 
shallower depth and no oil in Turner Valley. Then 

you could not do much with the rate to give the Company 
back what it has lost could you? 

No. That is right. 

That is a fact? 


That is a factor. 


In the seoand place, if you start to lose your market, 
you cannot build a market up by increasing the pipe 
line rate and increasing the cost of the thing to 


the consumer can you? 
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You cannot build a market up, no. 

Your market will keep on going down? 

Perhaps... 

And your revenue will keep on geing down in spite of 
an increased rate? 

I cannot assume that. 

Well perhaps that is obvious. 

M2. COM ISSIONER LIPSETT: Are there any shares of 
the Gas Company on the open market? 

Yes. 

Guoted on the market? 

Yes. They are freely traded at, the current quotation 
on that is 98 bid. Yield 6.17. 

& yield of what? 

6.17. 

That is less than 64? 

Yes. Just over 6-1/8% is the yield. It is the senior 
security of the Gas Company. 

‘hen you say senior security is thet a bond? 

No, it is preferred stock., There are no bonds out- 
standing of the Calgary Gas Company. 

That gives a return to the man who goes and buys at 
the market 6-1/7%? 

6.17 at that price. 

M2. NOLAN: Is there a common share 
also? 

Yese 

What are they worth? 

They are not quoted, they are privately held by a 
holding company. 


They are not on the market? 
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BH. H. Tanner. 
A They are not on the market, not listed and not dealt 


ine 


Q You do not know what they are selling att 


4 No, I do not know whet they are worth. 
Wie FRAULIY: L have time, I think, 


Mr. Chairman to put in a memorandum from the Consumers! 
Co-operative Refineries Limited at Regina. I quite 
appreciate that this Company is not here. 

Mi. NOLAN: Then sir, Lf the Company 
is not here I am going to ob ject to ie eR eemoneitcin 
going in. ‘ve have tried to carry on these proceedings 
with some degree of formality, and it seems to me 

that if a Royal Commission is set up in Alberta for 
the purposes of inguiring into any matter pertaining 
to the oil industry, those persons who have some 
problem t& present should pay the Commission the 
compliment of coming forward in person to present 
that. 

Ma. FRAVLsY: I have no views on 

the subject. Iwas asked to present this Memorandum 
to the Commission. I am entirely in the Commission's 
hands as to whether it is received or note 

THE CHAIRIUAN: _ Who is asking you to 
present this Memorandum? | 


wre. PRAULEY: The Consumers’ Co~operative 


-~ 


Refineries Limited of Regina. 
TH! CHAIRIAN: Is that a refining company? 
M.. PRAULEY: A refining company in 


Regina, using Turner Valley crudé. A invited them 
to come and make the presentation in person, but they 


felt presumably ~ they replied they did not feel they 
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were warranted in.- well what he said was "We 

stated our case in our written memorandum just as 

emphatically as we could have presented it verbally." 
THE CHALPMAN: They may have presented 
it very emphatically, but firstly they do not propwe 
to present it under oath, and secondly they are not 

present to submit to cross-examination upon that 

which they do present. 

MR. FRAUL&Y: That is quite so. 

THE CHAIRMAN: I wonder, Mr. Frawley, 
if they appreciate - we do not want to reject the 
evidence, but we certainly have tried to be informal 
in our proceedings to date, but there are some limits? 
MR. FRAWLEY: Yess 

THE JHALTRMAN: We have received magazines 
and documents of every kind and character, but here is 

another refinery asking us to accept a memorandum. 

Now nothing turns on accepting a memorandum, but the 
question is will they realize it will have little or 
Slight weight with us when accepted and put in in 

this fashion, unsworn, and the person who asks or 
invites us to give value to it not submitting to 
cross-examination. 

Mite FRAVULGY: They should know, Mr. 
Chairman, because I invited them to come and told 
them practically that. 

TH CHALRMAN: I seee 

MR. FRAULSY: I supposed that that 

would be so. 

THE CHAIRMAN: ell Mr. Frawley, we 


think there are limits, and we think that limit has 
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been reached when a refinery asks us to accept a 
statement which they are not prepared to send someone 
to swear to, and which you, taking the responsibility 
as Commission Counsel, apparently are not prepared to 
accept the responsibility of expending the money to 
bring them here, then we in our turn are not going to 
take the responsibility of receiving it, because it 
may affect our minds and 4t would be most unjust to 
anyone who is opposed in interest if it should affect 
our minds in the circumstances in which it is put 

in. You will notify them if they have something to 
say that is of value to this Commission, the Commission 
will be delighted to hear them. If you consider their 
evidence of value, perhaps you should bring them here. 
If you do not think it is of sufficient value to 
bring them here at the expense of the country, we 
cannot think it of sufficient value that we should 
put weight upon it and use it, perhaps. to the 
prejudice of someone else who has had no opportunity 
whatever to cross-examine the framers of this document 
upon that which they put forward. So we will reject it. 


je will rise now. 


(At this stage the Hearing was adjourned until 10.30 
A.M. February 9th, 1939). 
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